USDA Rural Development
Section 502 Guaranteed Rural Housing Training

Program Highlights

Applicant Requirements

v" Must be at or below the moderate-income limit for family size and geographic
location. Family size includes anyone who will live in the dwelling (not
necessarily related by blood or marriage)

Area 1 Person 2 Person 3 Person 4 Person
Charlottesville MSA | 51200 58550 73150 79000
Clark County 48850 55850 62800 69800
Culpeper County 49400 56450 63500 70600
Danville MSA 43800 50050 56300 62550
Johnson City MSA 43800 50050 56300 62550
King George Cty. 51400 58750 66100 73450
Lynchburg MSA 43800 50050 56300 62550
Norfolk MSA 43800 50050 56300 62550
Richmond MSA 53050 60600 68200 75750
Roanoke MSA 45350 51800 58300 64750
Warren Cty. 44800 51150 57550 63950
Washington MSA 54750 62550 70400 78200
Rest of State 43800 50050 56300 62550

v' Must have a credit history that shows a reasonableness to pay debts.

v' Any applicant with a credit score of 660 or above is considered good credit
even with outstanding collections and judgements. See RD AN 3819.

v" Must have repayment ratios of 29/41

v Any applicant with a credit score of 660 or above can have the ratios
above the 29/41 base. See RD AN 3817.

v' Payment shock should be less than 100%
v If over 100% provide documentation. See RD AN 3818.
v/ Cannot own a house in the local commuting area

v/ Cannot be delinquent on a Federal Debt
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v" Be without sufficient resources to obtain a mortgage loan without PMI
v' Be a US citizen or a legally admitted alien. See RD AN 3712.
v" Occupy the house on a full-time basis

v" No maximum for cash on hand. The applicant must not have sufficient cash
on hand to obtain conventional financing (a no PMI loan).

v" Not limited to first time homebuyers

2/20/03



Property Requirements

v" Property must be in an eligible rural area. See maps for details.

v" Property must be contiguous and have direct access from a street, road or
driveway. This does not mean the property must be located on a state
maintained road. Properties are acceptable when the road is privately owned
(HOA, extended driveway with road maintenance agreement). See VA AN
391.

v' Properties must have adequate water and waste disposal systems.

v Existing dwellings must be structurally sound, functionally adequate and in
good repair.

v All single family housing units are acceptable-detached, townhouses, condos.
These dwellings can be new or previously occupied.

v" Manufactured housing units are acceptable when purchased new (not
previously occupied).

v No requirement for an access letter for gated communities.

v No maximum loan limit
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Helpful Processing Hints

v

v

Use the USDA e-forms site for necessary forms. It is located at
http://www.forms.sc.usda.gov/eforms/mainserviet. Then you can fill out the forms
on-line, print out and sign. No reason to have blanks in stock and you can
throw out the typewriter! Completed forms can be saved on your computer.
The Virginia Rural Development web site is located at
http:www.rurdev.usda.gov/va/index.html.

The current version of the 1980-D is June 21, 1995.

CAVIRS number should be located above the signature line on the
application.

All loans must be underwritten using the 1008 or equivalent.

Processing Steps

1.

oahrwWN

Take application from the applicant and determine what type of financing is
appropriate;

Reserve funds using RD Form 1980-86;

Process and underwrite application;

Send underwritten application to Rural Development for review;

Close the loan, and,

Submit documents to receive Loan Note Guarantee.

Necessary Documents to Process the Application:

=

Uniform Residential Loan Application;

Form RD 1980-21, “Request for SFH Loan Guarantee” with income, credit
history verification, purchase agreement and appraisal with photos;

Form AD 1048;

FEMA Form 81-93, “Standard Flood Hazard Determination”.
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USD 3 RURAL HOUSING SERVICE ak.a. RURAL DEVELOPMENT
UNITED STATES DEPARTMENT OF AGRICUL TURE

-
_ UNIFORM ORIGINATION PACKAGE CHECKLIST

Date;
Applicant name(s):

Lender loan number:

HIGH QUALITY COPIESARE ACCEPTABLE

[] Form RD 1980-21, “ Request For Single Family Housing L oan Guar anteg”
Signed by RHS approved lender and applicant(s)
(] Income verification*
[] Credit history verificatio n*
[] Purchase agreement*
[] Appraisal with photos. Provide conventional or FHA appraisal on new or proposed construction.
For existing properties, RHS encouragesthe URAR and VC Form by a FHA appraiser.

[] Form AD-1048, “ Certification Regarding Debar ment, Suspension...”
Signed ONLY by applicant(s)

[ Uniform Residential L oan Application*
Must be fully completed and signed by the applicant(s). The CAIVRS number for each applicant must belisted above the signatureline.

[] Lender’sLoan Underwriting Analysis*
Uniform Underwriting Analysis and Transmittal Summary or similar form signed by the underwriter.
[ ]Comments and requirements of underwriter must be attached.
[] Compensating factors ar e attached, if required by RHS regulations or Administrative Notices.

[] FEMA Form 81-93, “ Standard Flood Hazard Deter mination”
NA if refinancing a RHS direct or guaranteed debt.

IRHS, Fannie Mae, Freddie Mac, VA, and FHA-HUD forms and documentation are acceptable. |

You may replicate RHS forms for your supply.

RHS forms, Administrative Notices, and regulation 1980-D are availableat: http://rdinit.usda.gov
Find Form AD-1048 on the site under “ Series 1000” as*“ Form 1048”
Other sitesfor formsand information are:  http://for ms.sc.egov.usda.gov/efor ms/mainser viet

and: http://firstgov.gov

For thedirectory of personnel and Agency program infor mation, access the home page for the state’'s Rural Housing Service, ak.a., Rural
Development, by adding a forward slash and the two letter state abbreviation to the national Rural Development web site:
http://www.rurdev.usda.gov For example, to access Georgia’'shomepage: http://www.rurdev.usda.gov/ga

Thisisnot an official form of the United States Department of Agriculture. It hasbeen developed asatool for voluntary use by lendersin packaging
uniform loan documents for submission to the Rural Housing Service under the Guaranteed Housing L oan Program.

Revised 7/1/02



USDA-RHS
Form RD 1980-86
(10-99)

FORM APPROVED
OMB NO. 0575-0078

UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL DEVELOPMENT
RURAL HOUSING SERVICE (RHS)
GUARANTEED RURAL HOUSING (GRH)

REQUEST FOR RESERVATION OF FUNDS

LENDER INFORMATION:

Submitting Lender Name:

Tax I.D. No.

Address:

Lender Contact Person:

Contact Phone No. ( ) Ext.

Fax No.

( )

RHS Approved Lender (Complete when Submitting Lender (listed above) is not an RHS Approved Lender):

Name:

Tax I.D. No.

APPLICANT/PROPERTY INFORMATION:

Reservation Amount Requested: $

|:| Applicant and Co-Applicant are both First Time Homebuyers

Applicant Information

Name:

SSN:

Co-Applicant Information

Name:

SSN:

OPTIONAL: (Please circle or mark as appropriate)

OPTIONAL: (Please circle or mark as appropriate)

Veteran: Yes No Disabled: Yes No Gender: M Veteran: Yes No Disabled: Yes No Gender: M
F F
Ethnicity: (Check only One Box) ] Hispanic or Latino Ethnicity:  (Check only One Box) ] Hispanic or Latino

|:| Not Hispanic or Latino

|:| Not Hispanic or Latino

(Check as many boxes as applicable)

(Check as many boxes as applicable)

Race: |:| American Indian or Alaska Native |:| Asian Race: |:| American Indian or Alaska Native |:| Asian

|:| Black or African American |:| Black or African American

|:| Native Hawaiian or Other Pacific Islander |:| White |:| Native Hawaiian or Other Pacific Islander |:| White
Marital Status: |:| Married |:| Separated |:| Unmarried | Marital Status: |:| Married |:| Separated |:| Unmarried

Property Address:

City, State, Zip Code:

County:

We are processing an application from the above named person(s), and expect to have a complete package to you within
60 days. Please reserve funds for this loan. We have reviewed the applicants income and credit history and have
tentatively determined the applicant(s) has sufficient qualifying income and credit history to proceed with this application.

Date:

(Authorized Lender Representative/Official)

According to the Paperwork Reduction Act of 1995, an agency may not conduct or sponsor, and a person is not required to respond to, a collection of information unless it displays a valid OMB control
number. The valid OMB control number for this information collection is 0575-0078. The time required to complete this information collection is estimated to average 30 minutes per response,
including the time for reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the collection of information.




Form RD 1980-21 UNITED STATES DEPARTMENT OF AGRICULTURE Form Approved

(Rev. 1-98) RURAL DEVELOPMENT OMB No. 0575-0078
RURAL HOUSING SERVICE

REQUEST FOR SINGLE FAMILY HOUSING LOAN GUARANTEE

TO: Rural Development Lender ID No.
Rural Housing Service

Lender Name

Lender Contact Person

Lender Phone Number

Please issue a Conditional Commitment for Single Family Housing Loan Guarantee in the following case:

Applicant’sName, Address, and County Social Security No.
Age
Telephone Number
1. Theapplicant [] has [ doesnot have arelationship with any current Rural Development employee.
2. Theapplicantisa(check applicable): [] UScitizen [ legally admitted alien or indefiniteparole [ other (explain)
3. Theapplicant isa(check applicable): [] veteran [ first time homebuyer
4. Number of personsin the household:
5. Theapplicant’ s credit report indicates (check one):

a. Theapplicant has no credit history

b. Theapplicant has no adverse credit history

¢. Theapplicant has experienced adverse credit history but
we have determined that it is beyond the applicant’ s control

d. Other (explain):

o0 gd

check this box if

6. Thecurrent annual income for the householdis.  $
7. Thecurrent adjusted income for thehouseholdis:  $
8. TOTAL DEBT ratio PITI ratio
9. Weproposetoloan $ for 30 yearsat % per annum with payments of $ per month.
10. Theinterest rateisbased onthe [] FannieMae [] VA rateon / /
Theinterest rateislocked in until / /

Theinterest rate will float until loan closing.
(If thisoption is checked and the interest rate increases at 10an closing, the loan must be re-underwritten and this
certification must be updated).
11. Loanfundswill be used for the following purpose(s):

Purpose Amount

@B B B ®

Tota Loan=

Attachments:
Copy of the appraisal report, credit report, income verifications.
Form RD 400-1, " Equal Opportunity Agreement,” if construction contract for more than $10,000 is being used.
Form RD 1980-13, “Annual Interest Assistance Agreement,” (draft copy).
Form RD 1944-4, “ Certification of Disability or Handicap.” (if applicable).
Purchase agreement or similar form

According to the Paperwork Reduction Act of 1995, no persons are required to respond to a collection of information unlessit displays a valid OMB control number.
The valid OMB control number for this information collection is 0575-0078. The time required to complete this information collection is estimated to average 30
minutes per response, including thetime for reviewing instructions, searching existing data sour ces, gathering and maintaining the data needed, and compl eting and
reviewing the collection of information.




Certifications

In order to induce the Agency to issue the requested guarantee, we certify that:
a. wewould not be able to make this|oan without the proposed guarantee;

b. the applicant has been advised in writing that the applicant is subject to criminal action if he or she knowingly and willfully
givesfaseinformation to obtain afederally guaranteed loan;

¢. we have reviewed the applicant’ sloan proposal, and find that:
i. theloan does not exceed the maximum |oan amount for the area;
ii. thedwelling to befinancedislocated in an eligiblerural area;

iii. 1f new construction or rehabilitation, the plans and specifications have been properly certified asrequiredin 7 CFR
Part 1924, Subpart A;

d. thereisan approved lender agreement on file;

e. theapplicant isaUnited States citizen or legally admitted for permanent residence or indefinite parole.

Date Lender’ s Authorized Representative Signature

I AM (WE ARE) unableto provide the housing | (we) need on my (our) own account, and | am (we are) unable to secure the credit
necessary for this purpose from other sources upon terms and conditions which | (we) can reasonably fulfill. | (we) certify that the

statements made by me (us) in this application are true, complete and correct to the best of my (our) knowledge and belief and are

made in good faith to obtain aloan.

Warning:  Section 1001 of Title 18, United States Code provides: “Whoever, in any matter within the jurisdiction of any Department
or Agency of the United States knowingly and willfully falsifies, conceals or covers up by any trick, scheme, or devicea
material fact, or makes any false, fictitious or fraudul ent statements or representations, or makes or uses any false writing
or document knowing the same to contain any false, fictitious or fraudulent statement or entry, shall be fined under this
title or imprisoned not more than five years, or both.”

Borrower Co-Borrower Date

FOR AGENCY ONLY

Checkone: [ Theapplicantiseligible ] Theapplicantisnot eligible



NOTICE TO APPLICANT REGARDING PRIVACY ACT INFORMATION

Theinformation requested on thisform isauthorized to be collected by the Rural Housing Service (RHS), Rural Business Cooperative Services
(RBS), Rural Utilities Service (RUS) or the Farm Service Agency (FSA) (“the agency”) by title V of the Housing Act of 1949, asamended (42
U.S.C. 1471 et seq.) or by the Consolidated Farm and Rural Development Act (7 U.S.C. 1921 et seq.), or by other laws administered by RHS, RBS,
RUS or FSA.

Disclosure of information requested isvoluntary. However, failureto disclose certain items of information requested, including your Social Security
Number or Federal |dentification Number, may result in adelay in the processing of an application or itsrejection. Information provided may be used
outside of the agency for the following purposes:

1. Whenarecordonitsface, or in conjunction with other records, indicatesaviolation or potential violation of law,

whether civil, criminal or regulatory in nature, and whether arising by general statute or particular program statute, or by regulation, rule, or order
issued pursuant thereto, disclosure may be made to the appropriate agency, whether Federal, foreign, state, local, or tribal, or other public authority
responsiblefor enforcing, investigating or prosecuting such violation or charged with enforcing or implementing the statute, or rule,

regulation, or order issued pursuant thereto, if theinformation disclosed isrelevant to any enforcement, regulatory, investigative, or prosecutive
responsibility of thereceiving entity.

2. A record from this system of records may be disclosed to aMember of Congress or to a Congressional staff member in
responseto aninquiry of the Congressional office made at the written request of the constituent about whom the record is maintained.

3. Disclosures may be made of names, home addresses, social security numbers, and financial information to business

firmsin atrade areathat buy chattel or crops or sell them for commission. Thisisin order that the agency may benefit from the purchaser
notification provisions of section 1324 of the Food Security Act of 1985 (7 U.S.C. 163(c)). The Act requiresthat potential purchasersof farm
commodities must be advised ahead of timethat alien existsin order for the creditor to perfect itslien against such purchases.

4. Disclosures may be made from this system to consumer reporting agencies asdefined in the Fair Credit Reporting Act
(15U.S.C. 1681a(f)) or the Federal Claims Collection Act (31 U.S.C. 3701(a)(3)).

5.  Disclosure of the name, home address, and information concerning default on loan repayment when the default
involvesasecurity interest intribal allotted or trust land. Pursuant to 42 U.S.C. 1479(d), liquidation may be pursued only after offering to transfer the
account to an eligibletribal member, thetribe, or the Indian Housing Authority serving the tribe(s).

6. Referral of names, home addresses, social security numbers, and financial information to acollection or servicing
contractor, financial institution, or alocal, State, or Federal agency, when the agency determines such referral isappropriatefor servicing or
collecting the borrower’ saccount or has provided for in contracts with servicing or collection agencies.

7. Itshall bearoutine use of therecordsin this system of recordsto disclose them in aproceeding before acourt or

adjudicative body, when: (a) the agency or any component thereof; or (b) any employee of the agency in hisor her official capacity, or (c) any
employee of theagency in hisor her individual capacity where the agency has agreed to represent the employee; or (d) the United Statesisaparty to
litigation or hasan interest in such litigation, and by careful review, the agency determinesthat the records are both relevant and necessary to the
litigation, provided; however, that in each case, the agency determinesthat disclosure of the recordsis ause of the information contained in the
records that is compatible with the purpose for which the agency collected the records.

8. Referral of name, home address, and financial information for selected borrowersto financial consultants, advisors,
lending institutions, packagers, agents, and private or commercial credit sources, when the agency determines such referral isappropriateto
encourage the borrower to refinance their RHS indebtedness asrequired by title V' of the Housing Act of 1949, asamended (42 U.S.C. 1471).

9. Referral of legally enforceable debtsto the Department of the Treasury, Internal Revenue Service (IRS), to be offset
against any tax refund that may become due the debtor for the tax year in which thereferral is made, in accordance with the IRS regulations and
under the authority contained in 31 U.S.C. 3720A.

10. Referra of information regarding indebtednessto the Defense Manpower Data Center, Department of Defense, and the United States Postal
Servicefor the purpose of conducting computer matching programsto identify and locate individual sreceiving Federal salary or benefit payments
and who are delinquent in their repayment of debts owed to the U.S. Government under certain programs administered by the agency in order to
collect debt under the provisions of the Debt Collection Act of 1982 (5 U.S.C. 5514) by voluntary repayment, administrative or salary offset
procedures, or by collection agencies.

11. Referral of names, home addresses, and financial information to lending institutions when the agency determinestheindividua may be
financially capable of qualifying for credit with or without aguarantee.

12. Disclosure of names, home addresses, social security numbers, and financial information to lending institutions that have alien against the same
property asthe agency for the purpose of the collection of the debt by the agency or the other lender. These loans can be under the direct and
guaranteed |oan programs.

13. Referral to private attorneys under contract with either the agency or with the Department of Justice for the purpose of foreclosure and posses-
sion actions and collection of past due accountsin connection with the agency.

14. It shall bearoutine use of the recordsin this system of recordsto disclose them to the Department of Justice when: (a)

The agency or any component thereof; or (b) any employee of the agency in hisor her official capacity where the Department of Justice has
agreed to represent the employee; or (c) the United States Government, isaparty to litigation or hasan interest in such litigation, and by careful
review, the agency determinesthat the records are both relevant and necessary to the litigation and the use of such records by the Department

of Justiceistherefore deemed by the agency to befor a purpose that is compatible with the purpose for which the agency collected the records.

15. Referral of names, home addresses, social security numbers, and financial information to the Department of Housing and Urban Devel opment
(HUD) asarecord of location utilized by Federal agenciesfor an automatic credit prescreening system.

16. Referral of names, home addresses, social security numbers, and financial information to the Department of Labor, state wage information
collection agencies, and other Federal, state, and local agencies, aswell asthose responsiblefor verifying information furnished to qualify for Federal
benefits, to conduct wage and benefit matching through manual or automated means, for the purpose of determining compliance with Federal
regulations and appropriate servicing actions against those not entitled to program benefits, including possible recovery of improper benefits.

17. Referral of names, home addresses, and financial information to financial consultants, advisors, or underwriters, when the agency determines
suchreferral isappropriate for devel oping packaging and marketing strategiesinvolving the sale of agency loan assets.



FORMS MANUAL INSERT

PROCEDURE FOR PREPARATION

PREPARED BY

NUMBER OF COPIES

SIGNATURE REQUIRED

DISTRIBUTION OF COPIES

(03-18-98) PN 288

FORM RD 1980-21

Used by lenders to request alLoan
Note Guarantee for Single Family
Housing loans.

(see reverse)

: RD Instruction 1980-D.
. Lender
: Original and two.
. Lender and applicant.

: Original to Agency, copy to lender, copy to applicant.



U.S. DEPARTMENT OF AGRICULTURE

Certification Regarding Debarment, Suspension, Ineligibility
and Voluntary Exclusion - Lower Tier Covered Transactions

This certification is required by the regulations implementing Executive Order 12549, Debarment and
Suspension, 7 CFR Part 3017, Section 3017.510, Participants' responsibilities. The regulations were published
as Part 1V of the January 30, 1989, Federal Register (pages 4722-4733). Copies of the regulations may be
obtained by contacting the Department of Agriculture agency with which this transaction originated.

(BEFORE COMPLETING CERTIFICATION, READ INSTRUCTIONS ON REVERSE)

(1)  Theprospective lower tier participant certifies, by submission of this proposal, that neither it nor
its principals is presently debarred, suspended, proposed for debarment, declared ineligible, or
voluntarily excluded from participation in thistransaction by any Federal department or agency.

(2)  Where the prospective lower tier participant is unable to certify to any of the statementsin this
certification, such prospective participant shall attach an explanation to this proposal.

Organization Name PR/Award Number or Project Name

Name(s) and Title(s) of Authorized Representative(s)

Signature(s) Date

Form AD-1048 (1/92)



Instructions for Certification

1 By signing and submitting this form, the prospective lower tier participant is providing the certification
set out on the reverse side in accordance with these instructions.

2. The certification in this clause is a material representation of fact upon which reliance was placed when
this transaction was entered into. If it islater determined that the prospective lower tier participant knowingly
rendered an erroneous certification, in addition to other remedies available to the Federal Government, the
department or agency with which this transaction originated may pursue available remedies, including
suspension and/or debar ment.

3. The prospective lower tier participant shall provide immediate written notice to the person to which this
proposal is submitted if at any time the prospective lower tier participant learns that its certification was
erroneous when submitted or has become erroneous by reason of changed circumstances.

4, Theterms“covered transaction,” “debarred,” " suspended,” “ineligible,” “lower tier covered transaction,”
“participant,” “person,” “primary covered transaction,” “principal,” “proposal,” and “voluntarily excluded,” as
used in this clause, have the meanings set out in the Definitions and Coverage sections of rules implementing
Executive Order 12549. You may contact the person to which this proposal is submitted for assistance in
obtaining a copy of those regulations.

”ou

5. The prospective lower tier participant agrees by submitting this form that, should the proposed covered
transaction be entered into, it shall not knowingly enter into any lower tier covered transaction with a person
who is debarred, suspended, declared ineligible, or voluntarily excluded from participation in this covered
transaction, unless authorized by the department or agency with which this transaction originated.

6. The prospective lower tier participant further agrees by submitting this form that it will include this
clause titled “ Certification Regarding Debarment, Suspension, Ineligibility and Voluntary Exclusion - Lower
Tier Covered Transactions,” without modification, in all lower tier covered transactions and in all solicitations
for lower tier covered transactions.

* A participant in a covered transaction may rely upon a certification of a prospective participant in a
lower tier covered transaction that it is not debarred, suspended, ineligible, or voluntarily excluded from the
covered transaction, unless it knows that the certification is erroneous. A participant may decide the method
and frequency by which it determinesthe eligibility of its principals. Each participant may, but is not required
to, check the Nonprocurement List.

8. Nothing contained in the foregoing shall be construed to require establishment of a system of records
in order to render in good faith the certification required by this clause. The knowledge and information of
a participant is not required to exceed that which is normally possessed by a prudent person in the ordinary
course of business dealings.

9. Except for transactions authorized under paragraph 5 of these instructions, if a participant in a covered
transaction knowingly entersinto a lower tier covered transaction with a person who is suspended, debarred,
ineligible, or voluntarily excluded from participation in this transaction, in addition to other remedies available
to the Federal Government, the department or agency with which this transaction originated may pursue
available remedies, including suspension and/or debarment.

Form AD-1048 (1/92)
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SUMMARY SHEET RD AN'’'S 3817 AND 3819

= RD AN'’s 3582 and 3654 allow for credit and ratio waivers when the applicants
credit score is over 660.

= No ceilings on ratios

= Lender to document reasons for ratio waiver in writing if credit score is 660 or
less or using alternative reasons. RD to concur in writing.

= Lender does not need to document reasons for credit waiver if credit score is
660 or above.

= The borrower does not have to payoff any outstanding collections or
judgments!
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RD AN No. 3817 (1980-D)
January 10, 2003

TO: All Sate Directors
Rurd Devedopment

ATTENTION:  Rura Housing Program Directors, Rural Development Managers,
Guaranteed Rural Housing Coordinators, and Community Deve opment
Managers

FROM:  Arthur A. Garda (Signed by Arthur A. Garcia)
Adminigrator
Rura Housing Service

SUBJECT:  Guaranteed Rurd Housng (GRH)
Single Family Housng Guaranteed Loan Program (SFHGLP)
Debt Ratios Waivers

PURPOSE/INTENDED OUTCOME:

The purpose of this Adminigtrative Notice (AN) isto eaborate upon the use of dett ratio waivers when
approving loan guarantees under the SFHGLP and RD Ingruction 1980-D, § 1980.345. This AN also
providesinformation on potentia compensating factors, induding credit scores, to be used by the
Agency when evaluating alender’ s request for a debt ratio waiver.

COMPARISON WITH PREVIOUS AN:

This AN replaces and is subgtantially smilar to AN No. 3582 dated November 1, 2000.

EXPIRATION DATE: FILING INSTRUCTIONS:
January 31, 2004 Preceding RD Ingruction 1980-D



BACKGROUND:

Monthly debt-to-income ratios are widdy usad in the home mortgage industry as a measure of an
gpplicant’ s cash flow or repayment ability. Two ratios are routingly calculated: 1) the“ PITI” rab
conggting of the propased monthly loan payment of principal, interest, taxes, and insurance (PITI)
divided by the gpplicant’ s gross monthly income, and 2) the total debt or “ TD” ratio congsting of the
applicant’ stotal long term debt obligations, indiding the propased monthly

loan PITI payment, divided by the gross monthly income. In the SFHGLP, an applicant meets Agency
requirements for repayment ability when the applicant’ sPITI ratio islessthan or equal to 29 percent
and the TD ratio does not exceed 41 percent.

In the home mortgage indudtry it is common for underwriters to make exceptions to both the TD and the
PITI ratio requirements. The exceptions are based on the total strength of the application and the
gpplicant’ s credit worthiness whith, asde from delt ratios, indude variables such as employment
dahility and credit history. Each loan gpplication is a separate and unique transaction composed of
many factors other than the debt ratios. Debit ratio exceptions are feasble when an applicant
demondrates compensating factors indicating the capacity, willingness, and ability to pay mortgage
paymentsin atimdy manner. Generdly, the sronger the compensating factors, the more flexibility there
will bein delt ratio exceptions. Thereisnot a maximum amount that the ratio standards may be
exceeded. Depending on the strength of the compensating factors, PITI ratiosin the mid to high 30s
and TD ratio waiversin the mid to high 40s are not uncommon.

It isimportant that all delt ratio walvers be issued in writing by Agency deff to lenders. Lenders
requesting debt ratio waivers are responsible for documenting the compensating factors supporting the
walver. Agency aff may asss lendersin determining any compensating factors associated with loan
gpplications. If requested by a lender, Agency saff may make a prdiminary determination of the
appropriateness of a ratio exception for individual GRH application prior to the lender’ s submisson of
thefilefor a conditiona commitment. In such cases, the Agency aff will natify the lender that
preiminary ratio exception approvals are subject to afina review and approval by the Agency at the
time of conditiona commitment issuance

IMPLEMENTATION RESPONSIBILITIES:

The Nationa Office supports granting ratio waiver requests to applicants with legitimate compensating
factors. The GRH program regulations authorize the Agency, at its discretion and on a caseby-case
bag's, to approve alender’ srequest for debt ratio exceptions. Specificdly,

RD Ingruction 1980-D, 81980.345(c)(5) states:



If the applicant’ stotal delt ratio and/or PITI ratio exceed the maximum authorized ratio, the
Lender may request [RHS] concurrence in alowing a higher ratio based on compensating
factors. Acceptable compensating factors include, but are not limited to, the gpplicant having
ahigory over the previous 12 month period of devoting asmilar percentage of income to
housing expense to that of the proposad |oan, or accumulating savings which, when added to
the applicant’ s housing expense and shows a capacity to

make payments on the proposed loan. A low total debt ratio, by itself, does not compensate
for ahigh PITI. (Emphasis and underscore added).

Common Compensating Factors

Common compensating factors used by the Agency under RD Ingtruction 1980-D,
§1980.345(c)(5) include, but are nat limited to:

A.

The borrower has demongtrated a conservative attitude toward the use of credit and ability to
accumulate savings.

Previous credit history shows that the borrower has the ability to devote a greater portion of income
to housing expenses (i.e. the applicant has a history over the previous 12 month period of devoting a
amilar percentage of income to housing expense to that of the proposad |oan, or accumulating
savings which, when added to the applicant’ s housing expense, shows a capacity to make payments
on the proposed |oan).

The borrower receives compensation or income not reflected in effective income, but directly
affecting the ability to pay the mortgage, induding food samps and other smilar public benefits

Thereisonly aminimd increasein the borrower’ s housng expense.
The borrower has substantial cash reserves after dosing.

The borrower has substantial non-taxable income nat previoudy accounted for in the ratio
computations.

The borrower has potentia for increased earnings, as indicated by job training or education in the
borrower’ s professon.



H. The homeisbeng purchasad asthe result of relocation of the primary wage-earner and the
secondary wage-earner has an established higtory of employment, is expected to return to work,
and there are reasonabl e praspects for securing employment in a similar occupation in the new area.
The underwriter must address the availahility of such possble employment.

I. AlowTD ratio. A low TD ratioby itself does not compensate for a high PITI ratio, however,
when other srong compensating conditions are present, alow TD ratio should be viewed asa

poditive mitigating factor.

Using Credit Scores as a Compensating Factor

An additional compensating factor is:

Fair Issac & Company (FICO) credit scores of 660 or higher. FICO scores of 660 or higher
conditute a strong positive compensating factor that may be used by itsdf, or coupled with other
common compensating factors, to justify a debt ratio waiver. Other compensating factors for aratio
waiver request may be listed, but need not be documented, if the FICO scoreis 720 or higher.

Dett ratio exceptions may aso be consdered and approved for loanswith FICO scores under 660. A
co-borrower with a credit score of 660 or higher is only one of many potential compensating factors.
Indeed, borrowers with the lowest of credit scores may sill become successful homeowners and repay
their GRH loans as agreed.

Credit scoring technology is based on Satistical modd s which assess how likely a borrower isto pay
back aloan. A FICO credit scoreis based exclusvely on datain a borrower’ s credit report. The
borrower’” sinformation is measured againg hisbrical data from thousands of |oan profiles and their
respective loan repayment performances. The borrower isthen assigned a* score’ predicting their loan
performance should credit be extended. Reative to the home mortgage industry, FICO scores have
been found to be highly predictive. The Nationa Office has been tracking FICO scores on a sample
bassfor both current and delinquent GRH loans since 1998. Home mortgage industry datistics, as well
as a sudy of GRH loans by the Nationa Office, indicate that borrowers with FICO scores over 660
higorically experience far fewer defaults than borrowers with FICO scores under 660.

FICO scores are a'so known as Beacon scores, Empirica scores, and Fair Issac scores. One or more
scores may be found on the applicant’ s credit report. [ the applicant’ s credit report contains two
soores, the lender should select the lower of the two scores as the underwriting score for that applicant.
If the applicant’ s credit report contains three scores, the lender shouldsdect the middle score as the
underwriting score for that applicant.



Smilar trestment should be given to a co-borrower’ s credit score. If thereis more than one applicant,
the credit score of the primary wage earner should be emphasized. This does nat mean, however, that
a co-agpplicant’ s credit score should be completdy ignored. Specid caution should be taken if the co
applicant’ sFICO scoreis under 620. Dett ratio waivers may still be granted in such cases.

Ratio waivers should be consdered for gpplicants with legitimate compensating factors such asthose
described above. The mere presence of compensating factors, however, should not automatically
compe aratio exception, especialy when multiple layers of risk in the application are presat. Denid of
alender’ srequest for aratio walver is not an appealadle decison, however, this adverse action may be
reviewed if and when the guaranteed loan is denied for lack of repayment ahility.

Should there be any comments or questions concerning this AN, please contact Joaquin Tremols or
Robert Keyes at (202) 720-1452.



RD AN No. 3819 (1980-D)
January 10, 2003

TO: All State Directors
Rural Development

ATTENTION:  Rural Housing Program Directors
Guaranteed Rural Housing Specialists
Rural Development Managers
Community Development Managers

FROM:  Arthur A. Garcia (Signed by Arthur A. Garcia)
Administrator
Rural Housing Service

SUBJECT:  Utilizing Credit Scores for Underwriting Single Family Housing
Guaranteed Loans

PURPOSE/INTENDED OUTCOME:

This Administrative Notice (AN) outlines two uses for Fair Isaacs & Company (FICO) credit
scores when underwriting Guaranteed Rural Housing (GRH) loans. The purpose of this AN isto
make use of credit scoring technol ogies to improve the credit quality of GRH loans, and to
streamline GRH loan program credit history documentation requirements.

COMPARISON WITH PREVIOUS AN:

This AN replaces and is substantially smilar to AN No. 3654 dated May 31, 2001. A
clarification has been added concerning rent payment history verifications, urder the
Implementation Responsibilities section addressing streamlined documentation.

EXPIRATION DATE: FILING INSTRUCTIONS:
January 31, 2004 Preceding RD Instruction 1980-D



BACKGROUND:

Since the early 1990’ s, the mortgage industry has employedFI CO and other credit scoring
models for risk evaluation purposes and to streamline documentation requirements for applicants
whose credit scores imply less credit risk. Fannie Mae and Freddie Mac have encouraged the
use of credit scores by lenders and have developed their own automated underwriting systems
that evaluate risk. Increasingly throughout the 1990° s and early 2000’ s, the residential mortgage
market, including the Federal Housing Administration (FHA) and Veterans Administration
(VA), have utilized credit score based technology as the basis for credit extension decisions.

RHS can benefit by employing the use of credit scores, aswell. By incorporating credit scores
into the loan underwriting process, RHS can both improve the efficiency of its program, and help
ensure that GRH loans are made to applicants with credit histories indicating a reasonable
probability of successful homeownership.

The primary starting point to many automated mortgage loan origination systems has been the
statistical aralysis and scoring models developed by FICO, widely known as FICO credit scores.
FICO scores are used for many types of lending decisions, and they are an important component
of most automated mortgage loan origination systems. A FICO credit score is based exclusively
on data in a credit report. Factors never considered in a credit report or credit score include
gender, race, age, national origin, rdigion, income level, or marital status. When a FICO scoreis
calculated, the applicant’ s credit report mformation is measured against historical data from
thousands of loan profiles and their respective |oan repayment performances. The applicant is
then assigned a*“ score” predicting loan performance should credit be extended. FICO scores
have been found to be highly predictive. Home mortgage industry statistics, as well as a study of
GRH loans by the National Office, indicate that borrowers with FICO scores over 660
historically experience far less defaults than borrowers with FICO scores under 660. Borrowers
with FICO scores under 660 statistically experience rates of defaults high enough to warrant a
thorough evaluation prior to extending mortgage credit.

RHS has been tracking and studying FICO scores for |oans originated under the SFHGLP.
Random samplings of current and delinquent |oans indicate that FICO scores have a great deal of
predictive value concerning loan performance. The following FICO range descriptions have
become an accepted standard in the mortgage industry:

FICO Scores of 720 and above. Therisk of default is statistically very low for applicants with
credit scoresin thisrange. Scoresin this range are considered to represent excellent credit
histories. Underwriters may judge the applicant’ s credit history to be very favorable. Much less
emphasis can be placed on the role of repayment ratios in determining an applicant’ s
creditworthiness. If there was additional credit history information of significance which was
not included in the credit repository’ sfile (and therefore, nottaken into consideration in the
credit score), an underwriter typically should use his or her judgment to determine the effect of
that information on the applicant’ s creditworthiness. Because of the strength of the score, the
underwriter need not obtain documentation from the applicant to explain instances of derogatory
credit or recent credit inquiries.




FICO Scores Between 660 and 719. The risk of default islow for applicants who have credit
scores in thisrange. Applicants with scores in this range are considered to have good credit
histories that represent an acceptable level of risk to lenders and secondary markets. Aslong as
the underwriter determines that no significant credit information is missing from the repository’ s
credit file, he or she typically should consider the applicant’ s credit history to be acceptable
without performing any additional analysis. Less emphasis can be placed on the role of
repayment ratios in determining an applicant’ s creditworthiness. Because of the strengthof the
applicant’ s credit score, the underwriter usually should not have to obtain documentation to
explain instances of derogatory credit or recent credit inquiries.

FICO Scores between 620 and 659. From a statistical perspective, applicants who have credit
scores in this range begin to represent a higher degree of default risk. The credit score alone,
however, is not sufficient for the underwriter to make an informed decision about the
acceptability of the applicant’ s credit history. Before approving financing for an applicant who
has a credit score in this range, the underwriter typically should perform a complete assessment
of all aspects of the applicant’ s credit history. The underwriter should consider the applicant’ s
credit history risk in relaton to other risks in the application to form an opinion about overall
mortgage risk. The underwriter should generally consider an applicant with a credit score in this
range acceptable as long as multiple highrisk factors (such as applicants who have recently
become salf-employed, payment shock, or applicants who have debt-to-income ratios in excess
of benchmark ratios) are not layered.

FICO Scores Below 620. Therisk of default is gtatistically very high for applicants who have
credit scoresin thisrange. Although these applicants account for a relatively small percentage of
the total population of potential borrowers who have credit histories on file at one of the major
credit repositories, research shows that they account for a disproportionate percentage of the
eventual defaults. Because of the high risk of default associated with scores below 620, the
underwriter should apply good judgment when he or she considers the unique circumstances of
each application. The underwriter should look for compensating factors that were not considered
in the development of the credit score or extenuating circumstances that can offset the credit risk
reflected by the poor credit history. If there are sufficient compensating factors or extenuating
circumstances that offset the higher risk of default associated with credit scores in this range, the
underwriter may approve the financing. When the credit scoreisin this range, the underwriter
should approve the mortgage application only if there is very little or no risk layering and strong
compensating factors or extenuating circumstances are present to offset the applicant’ s highrisk
credit history record. However, the FICO score should not be the sole determining factor in
reaching an underwriting decision. Although alow credit scoreis indicative of a higher risk of
default, it may still be appropriate to approve an applicant who has a low credit score based on
other factors present in the mortgage application.




IMPLEMENTATION RESPONSIBILITIES:

FICO scores may be used to streamline documentation requirements for GRH applicants with
FICO scores of 660 or higher. In addition, to ensure they present an acceptable level of credit
risk, lenders should judiciously evaluate applicants with FICO scores under 660, paying
particular attention to carefully screening the credit histories of those applicants with FICO
scores bel ow 620.

FICO scores are also known as Beacon scores, Empirica scores, and Fair 1ssac scores, and one or
more scores can be found listed on a borrower’ s credit report. |f the borrower’ s credit report
contains two scores, the lower of the two should be used for purposes of this AN. If the
borrower has three scores, the middle score should be used. Similar treatment should be given a
co-borrowers credit score. If there is more than one applicant, the credit score of the primary
wage-earner should be the one given the most emphasis. FICO scores generally range between
300 and 900. If no scoreis available the credit bureau output will be zero. Zero in these cases
has the literal meaning of null, or indicating there was not enough information or credit
references for the statistical model to compute a credit score value.

Streamlined Documentation when the FICO Credit Score is 660 or Higher

GRH applicants with FICO scores of 660 or above may take advantage of the streamlined
documentation requirements listed bel ow.

A lender shall not be required to document adverse credit history waivers under
RD Instruction 1980-D, §1980.345(d)(3), except for those involving a delinquent Federal
debt or previous Agency loan.

A lender shall not be required to document applicant rent payment history. If the applicant’ s
FICO scoreis under 660 and the applicant has a rent payment history, the lender should
obtain arent payment reference either as part of the credit report or separately. In such cases,
the lender should obtain verification of the applicant’ s rent payment history for the 12 month
period prior to the loan application.

No action will be necessary for any derogatory items, such asthose listed in

RD Instruction 1980-D, § 1980.345(d)(1), contained on the credit history except for those
involving a delinquent Federal debt or previous Agency loan. For example, if the credit
report indicates there have been incidents of more than one debt payment being more than 30
days late within the last 12 months, those incidents will not be investigated and considered
evidence of an inadequate credit history if the FICO scoreis at least 660. As another
example, if there is a nonFederal collection account outstanding, it too need not be
investigated or considered, and there will be no requirement that evidence be furnished
showing the collection account has been resolved or that arrangements for repayment have
been made.



Applicants with FICO Credit Scores Between 620 and 659

When the FICO score falls between 620 and 659, the credit score alone is not sufficient for the
underwriter to make an informed decision concerning credit history, and a full assessment ofall
aspects of the applicant’ s credit history isrequired. The lender should perform a complete
underwriting analysis of the GRH loan to ensure digibility based on RD Instruction 1980-D
requirements. Any credit history waiver granted should be addressal by the underwriter and
supported by plausible documentation in the loan file in accordance with RD Instruction 1980-D,
§1980.345(d)(3). The underwriter should make certain that multiple high risk factors are not
layered.

Applicants with FICO Credit Scores Under 620

A FICO score under 620 means that the applicant would statistically have a high likelihood of
default on their loan, and that there are likely to be adverse credit history issues that will have to
be addressed in the underwriting analysis 1t does not mean that every applicant with a FICO
score under 620 is a poor credit risk and should be rgected. There are applicants with FICO
scores under 620 that will pay their loans as agreed.

Applicants with credit scores under 620 should be carefully reviewed during the lender’ s
underwriting analysis. Layered risk associated with the application, such as ratio waivers or
credit history waivers, should be avoided unless strong supporting documentation substantiating
thewaiver exists. If an applicant is being considered for an adverse credit history waiver, a debt
ratio waiver, or has questionable repayment income or job stahility, the loan record must contain
sufficient justification by the underwriter for approving the loan. The analysis should include an
assessment of any compensating factors, or credit history explanations that establish the
applicant’ s ability and willingness to repay the proposed loan as agreed. If the lender grants an
adverse credit waiver, the lender must secure documentation evidencing that the circumstances
surrounding the adverse information were temporary in nature, and were beyond the applicant’ s
control, and have been removed so their reoccurrence is unlikdy. Alternately, the lender must
secure documentation evidencing that the delinquency arose from a justifiable dispute related to
defective goods or services.

SUMMARY:

FICO credit scores are an indicator of default risk, and can be very effectively used as atool for
underwriter evaluations of home mortgage loan applications. Credit scores help underwriters
understand the strength of an applicant’ s credit history and can help to identify those applicants
that may require careful underwriting attention. However, FICO scores should never be used in
isolation or as the sole basis for a GRH loan underwriting decision. GRH loan applications that
are rgected by lenders based on underwriting risk should be rgected based on underwriting
criteria established in RD Instruction 1980-D, such as lack of repayment ability, lack of adequate
and dependably available income, inadequate credit history, or collateral that does not meet the
required standards.



Lender Monitoring

On an ongoing basis, Agency field staff should monitor originating lenders for adherence to
GRH loan underwriting requirements, including the standards outlined in this AN. Field staff
conducting lender origination monitoring reviews should pay special attention to credit scores
when reviewing first year delinquencies and early defaults. For portfolio monitoring purposes,
credit scores will be captured in the future for all GRH loans.

Should there be any comments or questions concerning this AN, please contact Joaquin Tremols
or Robert Keyes at (202) 720-1452.



SUMMARY SHEET RD AN 3683

= RD AN 3683 allows for more flexibility in verifying income. Use the standard
VOE form and one paycheck stub or one paycheck stub, the 2 most recent w-
2’'s and a telephone verification. NO TAX RETURNS ARE NECESSARY.

= For VHDA direct originations, please do not send the tax returns to Rural
Development.

2/20/03



RD AN No. 3683 (1980-D)
November 13, 2001

TO: All State Directors
Rural Development

ATTENTION:  Rural Housing Program Directors, Guaranteed Rural Housing
Specialists, Rural Development Managers, and Community
Development Managers

FROM: James C. Alsop
Acting Administrator
Rural Housing Service

SUBJECT: Single Family Housing Guaranteed Loan Program
Acceptable Alternative Documentation to Verify the Applicant’s
Employment Income

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to elaborate upon what forms of employment
income verifications are acceptable for loans guaranteed under the Single Family Housing
Guaranteed Loan Program.

The intended outcome of this AN is to establish that the Rural Housing Service (RHS) will
accept verification methodologies similar to those currently acceptable to the residential
mortgage industry, secondary markets, and other Federal agencies.

This AN only addresses verification of employment and income documentation for non-self-
employed applicants. Documentation requirements for other types of income (e.g., self-
employment, disability, child support income, etc.) are unchanged by this AN.

EXPIRATION DATE: FILING INSTRUCTIONS:
November 30, 2002 Preceding RD Instruction 1980-D



COMPARISON WITH PREVIOUS AN:

There is no previous AN on this subject.

BACKGROUND:

Two separate but equally essential components to the Single Family Housing Guaranteed Loan
Program require the Lender to determine:

1. The applicant’s adequate and dependable income. This income figure is used to determine the
applicant’s repayment ability, [§ 1980.345(b)]

2. The applicant’s adjusted annual income. This income figure is used to determine eligibility
for the RUS loan guarantee. (§ 1980.347)

Traditionally, written documentation from third parties has been the preferred method of
verifying information. The Lender has been required to verify the applicant’s current, year-to-
date (YTD), and previous year’s employment earnings by obtaining:

e Form RD 1910-5, “Request for Verification of Employment” (or equivalent form) and
e Copies of the applicant’s three most recent paycheck subs (to check for consistency with the
information in the employer verification).

However, over the past several years, the residential mortgage industry, secondary markets, and
other Federal agencies have determined that in most cases, alternative, applicant-provided
documentation provides accurate and sufficient information regarding the applicant’s
employment income. The use of alternative, applicant-provided documentation increases the
efficiency of the mortgage origination process resulting in savings of both time and money.

For these reasons, the following documentation is deemed acceptable for verifying the
employment income of non-self-employed loan applicants.

>Form RD 1910-5, “Request for Verification of Employment,” (or the equivalent
HUD/FHA/VA or Fannie Mae form), and the most recent paycheck stub.

-OR-
>Paycheck stubs or payroll earnings statements covering the most recent 30-day

period, and W-2 tax forms for the previous 2 tax years, and a telephone
verification of the applicant’s current employment.




Regardless of the type of documentation used by the Lender to make its lending decision, the
documents must:

e Be clear and legible,
e Be free of any indications that changes have been made, and
e Provide consistent information.

In all cases, the Lender remains responsible for the sufficiency, integrity and accuracy of the
underwriting documents. As part of their compliance review monitoring processes and quality
control review, Agency staff should review selected applications to ensure that Lenders are
obtaining sufficient documentation to accurately calculate applicant income.

Employment income verification documents used by the Lender must meet the following
requirements.

The Verification of Employment form must be:

e Signed by the applicant or accompanied by an authorization for a release of information form
signed by the applicant.

e Sent directly to the employer by the Lender.

e Completed by the employer and returned to the Lender directly without passing through the
hands of a third party or the applicant.

e Completed within 120 days (180 days for proposed new construction) prior to the time Form
RD 1980-18, Conditional Commitment for Single Family Housing Loan Guarantee, is issued.

The paycheck stubs or payroll earnings statements:

e must be “originals”. (The original paycheck stubs or payroll earnings statements may be
returned to the applicant after the Lender has made clear, certified true copies for the
Lender’s mortgage file. Copies provided by any other source, such as the real estate agent,
are unacceptable.)

must be the “most recent” as of the date the initial loan application is made.

must clearly identify the applicant as the employee by name and/or social security number.
must show the applicant’s gross earnings for that pay period and year-to-date.

must be computer-generated or typed.



The W-2 forms:

must be the original employee copies provided by the employer. (The original W-2 forms
may be returned to the applicant after the Lender has made clear, certified true copies for the
Lender’s mortgage file. Copies provided by any other source, such as the real estate agent,
are unacceptable.)

must cover the 2 most recent tax years.

must not contain any alterations, erasures, or corrections.

must be complete.

must be computer-generated or typed.

The telephone verification must be substantiated by a written document that shows:

Date of contact (must be within 120 days of closing).
Employer/Company name, address and phone number.

Employer’s contact person and title.

Applicant’s name, date of employment and present position.
Probability of continued employment.

Amount of current base pay.

Amount of other income such as overtime, bonus, commissions, etc..
Likelihood that the level of current earnings will continue.

Name and title of Lender’s employee that contacted the employer.

IMPLEMENTATION RESPONSIBILITIES:

In keeping with the standards of this Administrative Notice, Agency staff reviewing requests for
guarantees under the Single Family Housing Guaranteed Loan Program should accept
documentation meeting the above requirements for purposes of § 1980.353(e).

State Offices having questions regarding this AN should contact Robert E. Keyes at
(202) 690-4507 or rkeyes(@rdmail.rural.usda.gov.




SUMMARY SHEET RD AN 3727

v" How to document self employment income
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RD AN No. 3727 (1980-D)
March 21, 2002

TO: All State Directors
Rural Development

ATTENTION: Rural Housing Program Directors, Guaranteed Rural Housing
Specialists, Rural Development Managers, and Community
Development Managers

FROM: James C. Alsop (Signed by James C. Alsop)
Acting Administrator
Rural Housing Service

SUBJECT: Single Family Housing Guaranteed Loan Program (SFHGLP)
Determining Repayment Income for Self-Employed Applicants

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to provide guidance on how to properly
analyze a self-employed applicant’s loan application for repayment ability. This AN addresses
the following topics:

. What documentation is generally required for self-employed applicants?

« What method should the lender’s underwriter use when analyzing the applicant’s tax returns?

« How should the underwriter treat business-related debts that are paid with business funds,
rather than personal income?

Following these guidelines will ensure processing uniformity and reduce the possibility of
underwriting errors.

COMPARISON WITH PREVIOUS AN:

There is no previous AN on this subject.

EXPIRATION DATE: FILING INSTRUCTIONS:
March 31, 2003 Preceding RD Instruction 1980-D



BACKGROUND:

Underwriting the self-employed loan applicant has always been especially challenging. Not only
must the underwriter make sense out of complex tax returns, profit and loss statements, balance sheets
and other related documentation, the underwriter must be able to use sound reasoning and judgement
when deciding which “rules” to apply and when.

The mortgage industry has had varying success in establishing “one” way to underwrite a self-
employed loan applicant. The underwriter must apply specific rules to the loan application
depending on investor, insurer, or guarantor.

The SFHGLP requires the Lender to determine:
« The self-employed applicant’s adequate and dependable income. [RD Instruction 1980-D,

Section 1980.345(b)] This income figure is used to determine the applicant’s qualification to
repay the requested loan.

« The self-employed applicant’s annual income (RD Instruction 1980-D, Section 1980.347)
and adjusted annual income (RD Instruction 1980-D, Sections 1980.345(a) and 1980.348).
These income figures are used in the determination of an applicant’s eligibility for the RHS
loan guarantee.

SFHGLP regulations recognize that an applicant’s qualifying income may be different than the
applicant’s eligibility income. [RD Instruction 1980-D, Section 1980.345(c)(2)(i)] This
distinction is important to remember when determining how to apply the different rules.

The annual income determination requirements in RD Instruction 1980-D, Section 1980.347(d)(2)
were designed to help ensure that the program benefits go to eligible households. Consistent
application of these requirements is important to ensure fairness to all self-employed applicants.

The adequate and dependable repayment income requirements in RD Instruction 1980-D,
Section 1980.345(b) and (c) were designed to help ensure that borrowers will be able to make the
loan payments and stay in their home. Consistent application of these requirements is important
to ensure that all qualified self-employed borrowers are approved for a Guaranteed Rural
Housing (GRH) loan.

DOCUMENTATION:

To permit required verification of income under RD Instruction 1980-D, Section 1980.353, self-
employed applicants should submit copies of their signed individual Federal income tax returns
that were filed with the IRS for the most recent two years. As an alternative, the lender may



obtain IRS-issued transcripts of the borrower's tax returns, as long as the transcripts include the
information from all of the applicable schedules.

The tax return documentation should be complete and include all appropriate schedules, such as
Schedule C (Profit or Loss from Business), Schedule F (Farm Income and Expenses), and/or
Schedule D (Capital Gains and Losses).

The self-employed applicant also should submit current documentation of the business’s income
and expenses, including profit and loss and balance statements. Depending on the facts of the
individual application, the lender may require more documentation in order to determine the self-
employed applicant’s income.

In all cases, the lender must obtain sufficient documentation to support its determination
regarding the viability of the business and the self-employed applicant’s income. Only after the
lender receives adequate documentation may the self-employed applicant’s qualifying income be
accurately calculated.

For quality assurance purposes, the lender should require the self-employed applicant to sign IRS
Form 4506, “Request for Copy or Transcript of Tax Form,” or IRS Form 8821, “Tax Information
Authorization,” at the time of application and send the form to the IRS during the processing of
the loan application. (The lender does not have to receive the information back from the IRS
before closing the loan.)

UNDERWRITING METHODS AND FORMS:

We encourage the lender’s underwriter to use:

« Either the "schedule analysis" underwriting method as described on Fannie Mae Form
1084A, “Self-Employed Income Analysis”, or the "adjusted gross income" underwriting
method as described on Fannie Mae Form 1084B, “Self-Employed Income Analysis”;

--and--

« Fannie Mae Form 1088, “Comparative Income Analysis” to document a trend analysis for the

borrower's business.

The lender may use the Fannie Mae forms or any documentation that provides the same
information. Regardless of the analysis method used, and the documentation prepared by the
lender, the loan file must contain clear and sufficient support for the underwriter’s decisions
regarding the viability of the business and loan approval.



HOW TO TREAT BUSINESS DEBTS:

Traditionally, the primary business structure that many of our self-employed applicants engage
in is a sole proprietorship (a business, farm, or profession). The success of this type of endeavor
depends largely on the individual owner, and business income or loss is reported in the
individual owner's personal tax return.

Also, although the individual owner has personal liability for all debts of the business in a sole
proprietorship, business-related debts are often paid with business funds, rather than personal
income.

The lender may use the following guidance regarding calculation of the sole proprietor’s
repayment income when completing the calculations required by RD Instruction 1980-D,
Sections 1980.345(b) and (c).

1. Add the following allowable IRS deductions to net profit (item #31 on Schedule C or item
#36 on Schedule F):

e Depletion (item #12 on Schedule C)
e Depreciation (item #13 on Schedule C or item item #16 on Schedule F)
e Interest (items #16a. and b. on Schedule C or items #23a. and b. on Schedule F)

2. Subtract all debt payments (principal and interest) that the operating expense documentation
clearly shows as being paid with business funds (expressed in annual terms, not monthly) to
determine the sole proprietor’s repayment income.

Net profit + Depletion + Depreciation + Interest — Annual business-related debts =
Repayment Income

The IRS requires that costs associated with going into business, business assets (i.e. land,
buildings, vehicles, etc.), and improvements be capitalized. Although a deduction for capital
expenses generally is not permitted, the IRS may allow deductions for the related expenses
through depletion/depreciation and for interest paid on business-related debts. The amounts
deducted, however, do not necessarily equal the payments due on business-related debts. We
believe the above equation will properly address this issue and permit more qualified rural
residents to be approved for a SFHGLP loan.

Business-related debts treated in this manner will not be included in the debt-to-income ratios
since they were accounted for in the calculation of repayment income.




SUMMARY:

Please note that the methodology described in this AN applies only to the self-employed
applicant’s qualifying income. Underwriters must continue to follow the provisions of RD
Instruction 1980-D, Section 1980.347(d)(2) regarding capital expenditures and straight-line
depreciation when determining annual income for eligibility purposes.

State Offices having questions regarding this AN should contact Robert E. Keyes or Joaquin
Tremols by calling (202) 720-1452 or by emailing to rkeyes@rdmail.rural.usda.gov or
jtremols@rdmail.rural.usda.gov.



mailto:rkeyes@rdmail.rural.usda.gov
mailto:jtremols@rdmail.rural.usda.gov

SUMMARY SHEET RD AN 3712

= Have someone applying who is not a US citizen? Review RD AN 3712 to
make sure you supply the proper documentation to verify proper residency.

2/20/03



SUMMARY SHEET RD AN 3818

= Payment shock of over 100% or no previous shelter costs. If these conditions
exist, no ratio, credit waivers or buy down requests without compensating
factors. Please see RD AN 3693 on how to document.

2/20/03



RD AN No. 3818 (1980-D)
January 10, 2003

TO: All SateDirectors
Rurd Devedopment

ATTENTION:  Rura Housing Program Directors, Rural Development Managers,
Guarantead Rural Housng Coordinators, and Community Devel opment
Managers

FROM:  Arthur A. Garcia
Adminidrator
Rura Housing Service

SUBJECT:  Guaranteed Rurd Housng (GRH)
Single Family Housng Guaranteed Loan Program (SFHGLP)
GRH Approved Lender Underwriting Guiddines

PURPOSE/INTENDED OUTCOME:

The purpose of this AN isto renew Agency methodology for evaluating “ payment shock.” The outcome
of this AN isto provide underwriting guidance to SFHGLP lenders. It isthe Agency’ s expectation that
lenderswill act respongbly when originating and underwriting bans under

RD Ingruction 1980-D.

COMPARISON WITH PREVIOUS AN:

This AN replaces and is substantially smilar to AN No. 3693 reeased on January 8, 2002.

BACKGROUND:

Our anayds of fird year ddinquency continues to indicate that payment shock is addinquency factor
when ather risk layering is present. The presence of payment shock is especialy sgnificant when the
borrower's credit history contains derogatory information. Aside from our

EXPIRATION DATE: FILING INSTRUCTIONS:
January 31, 2004 Preceding RD Ingruction 1980-D



interna studies, our findings are supported by numerous observations from the State Offices as
wel asamaor sudy by one of our largest nationwide approved lenders.

Theterm “ payment shock” ggnifies the increasan housing expenses experienced by a borrower.
Payment shock is defined as a percentage under the following formula:

(New Principal Interest Taxesand Insurance (PITl) , Previous Housng Expense) - 1
The fallowing three examples illudrate payment shock as a percentage.

A. The borrower’ snew PITI is$187.00 and their former rent was $100.00.

187.00 , 100.00= 1.87; 1.87-1=.87; .87 = 87 percent
The payment shock in this example is 87 percent.

B. The borrower’ snew PITI is$345.00 and their ormer rent was $150.00.

345.00, 150.00=2.30; 2.30- 1=1.30; 1.30= 130 percent
The payment shock in this exampleis 130 percent.

C. The borrower’ snew PITI is $2,000.00 and their former rent $1,000.00

2,000.00, 1,000.00 =2.00; 2.00- 1= 1.00; 1.00 = 100 percent
The payment shock in this example is 100 percent.

In cases where the borrower did not have prior housing expenses prior to purchasng a home, such asif
the borrower was living with rdatives, payment shock cannot be measured as a percentage.

IMPLEMENTATION RESPONSIBILITIES:

When conducting an underwriting analysis, lenders should be sure that:

An gpplicant’ s credit higtory indicates a reasonable ability and willingness to meet dbligations as they
become due. If the lender grants an adverse credit waiver, they should properly document that the
applicant’ s adverse circumstances were of a temporary nature beyond the applicant’ s control and
have been removed, or that the ddinquency was the result of a judtifiable dispute rdating to defective
goods or sarvices. See RD Ingruction 1980-D,

§1980.345(d).



The gpplicant has adequate repayment ability and a history of dependable, available incometo
support ther credit obligations, induding the contemplated extenson of credit. Casgned dbligations
and contingent lighilities should be evauated with care under

RD Ingruction 1980-D, §1980.345(c).

Thered property securing the loan must meet al Agency standards induding property sandards,
gppraisa sandards, thermal requiremerts, and those pertaining to water and waste disposal systems
(see RD Indtruction 1980.313). It isimperative that lender underwriters carefully evaluate the
condition of a property offered as collateral under the SFHGLP.

In cases where payment shock is 100 percent or higher aswel asin cases where the applicant did not
have housing expenses prior to purchasng a home, no additiona risk layering (i.e, adverse credit
waivers, debt ratio waivers, or buydowns) should be allowed without strong compensating factors.
Acoeptable compensating factors indude, but are not limited to, the fallowing examples:

The borrower has an excdlent credit history reflecting timely repayment of credit obligations;

The borrower has a Fair 1saacs & Company (FICO) credit score of 660 or higher. A FICO score
of 660 or greater isaresdentiad mortgage industry sandard that isindicative of low default
probability. Ongoing review of current and ddinquent SFHGLP loans has demondrated the validity
of FICO scoresasatool. The credit scoreitsdf is derived only from information pulled from a
borrower’ s credit report;

The borrower has demongtrated a conservative attitude toward the use of credit and an ability to
accumulate savings,

The borrower has a sable employment history over the past two years, demondtrating a dependable
income sream;

The borrower has potentia for increased earnings, as indicated by job training or education in the
borrower’” s profession.

Approved lenders should be trained by Agency staff on GRH | can program underwriting guiddines,
training should be offered to lenders on an ongoing basis. Lenders are expected to document ther
underwriting anayses and decisons. When submitting aloan package to the Agency for approval,
lenders should provide evidence that an underwriter has reviewed and approved thefile. The lender that
is requesting the Conditiona Commitment from the Agency is respongble for underwriting the loan.



Although the Agency is nat repongble for underwriting individual GRH loans, approved lenders should
be periodically monitored for GRH loan program underwriting compliance. Exiging lenders with
incdences of high firg year ddinquendes or high loan lasses should be subjected to quaity control
reviews to ensure that Agency underwriting sandards are being adhered to. Newly approved lenders
should have thar underwriting reviewed based on the criteria outlined in

RD Ingruction 1980-D, §1980.309(g)(1).

State Offices having questions regarding this AN should contact Joaquin Tremals a
(202) 720-1465 or jtremols@rdmail.rural .usda.gov.



SUMMARY SHEET RD AN 3694

= Credit history verification. RMCRs, MMCRs, and NTMCRs are acceptable.
See RD AN 3694 for details.
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RD AN No. 3694 (1980-D)
January 8, 2002
TO:  All State Directors
Rural Development

ATTENTION:  Rural Housing Program Directors, Rural Development Managers,
Guaranteed Rural Housing Coordinators, and Community Development
Managers

FROM: James C. Alsop (Signed by James C. Alsop)
Acting Administrator
Rural Housing Service

SUBJECT:  Single Family Housing Guaranteed Loan Program (SFHGLP)
Applicant Credit History Verification

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to elaborate upon what forms of credit history
and current debt verifications are acceptable for loans guaranteed under the SFHGLP. The
intended outcome of this AN is to establish that the Rural Housing Service (RHS) will accept
similar verification methodologies currently acceptable to the residential mortgage industry,
secondary markets, and other Federal agencies.

COMPARISON WITH PREVIOUS AN:

This AN replaces and is substantially similar to AN No. 3587 released on November 15, 2000.

BACKGROUND:

An essential component to mortgage lending is to determine what current debt payments a loan
applicant already is obligated to make, evaluate the applicant’s credit history, and to establish the
applicant’s willingness and ability to repay the additional credit obligation represented by the
requested home mortgage loan.

EXPIRATION DATE: FILING INSTRUCTIONS:
November 30, 2002 Preceding RD Instruction 1980-D



Information lenders use to make applicant credit evaluations is typically obtained from one of the
following sources:

In-File Credit Reports: An in-file credit report is issued by one credit repository or credit
reporting agency. It contains “as is” information as of the last date reported by the credit
grantor subscribing or reporting to the credit repository. No information is updated or re-
verified by the credit repository as a result of the mortgage credit inquiry.

Residential Mortgage Credit Reports (RMCR): A RMCR contains merged credit information
from at least two national repositories. The consumer reporting agency or bureau supplying
the RMCR typically makes best efforts to re-verify accounts directly with creditors (if the
account is reported to have a balance but was updated by the creditor over 90 days from the
date of the credit report). The consumer reporting agency also attempts to verify the
applicant’s employment and residence history. The consumer reporting agency interviews
the applicants when the lender has incomplete information or when it discovers information
that indicates the possible existence of undisclosed credit obligations or public records.

Merged, Tri-Merged, or Multi-Merged Credit Reports (MMCR): A MMCR is issued by a
credit repository or consumer reporting agency and includes the in-file credit report
information from at least two credit repositories. Merged credit reports are also known as tri-
merge credit reports if the merged report contains in-file credit report information from three
credit repositories.

The MMCR must identify all the credit repositories whose information was merged into the
report. The credit information from each credit repository may be presented in their entireties
on the MMCR, or the consumer reporting agency may eliminate duplicate records through an
automated merge process. Duplicate information need not be repeated, however, if the
duplicate information is not exactly the same on each report, the MMCR must either repeat
the information or include the most derogatory of the duplicate information that pertains to
payment history and or current payment status.

The MMCR, in effect, is an adaptation of the RMCR. Substantially all the information
supplied on an RMCR, which is not on an MMCR (i.e. income and employment
verification), is already obtained and verified independently by lenders under current
regulation.

Non-Traditional Mortgage Credit Reports (NTMCR): A NTMCR is developed by a credit
reporting agency and is designed to assess the credit history for borrowers without the types
of trade references normally appearing on a RMCR or MMCR. NTMCRs are typically used
for those prospective borrowers who have not yet established a credit history or who do not
use traditional credit. A NTMCR may be used either as a substitute for an RMCR or MMCR




for those borrowers without a credit history with traditional credit grantors, or to supplement
RMCR’s or MMCR’s that do not have sufficient traditional credit references reported. An
NTMCR may not, however, be used to enhance the credit history of borrowers with poor

payment records. It may not be used to offset derogatory references found in the borrower’s
RMCR or MMCR.

If the information obtained through the RMCR or MMCR is not available or not sufficient
for the lender to make a prudent underwriting decision, the lender may use an NTMCR that
documents all available nontraditional credit references. Nontraditional credit references
may include:

1. utility payment records (if utilities were not included in the rental payment);

2. rental payments;

insurance payments (excluding those paid through payroll deductions) such as medical,
automobile, life and household or renter’s insurance;

payments to child care providers;

school tuition; payments to local stores;

payments for the uninsured portions of any medical bills; or,

any other reference which gives insight into the applicant’s willingness to make periodic
payments on a regular basis for credit obligations.

(98]
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Alternatively, rather than order an NTMCR from a consumer reporting agency, a lender may
develop its own nontraditional credit history for a proposed applicant provided that the analysis
includes the types of references, when available, listed above. The lender should consider only
those types of credit that require the applicant to make periodic payments on a regular basis.

IMPLEMENTATION RESPONSIBILITIES:

In keeping with standards of the mortgage industry, secondary markets, and other Federal
agencies administering insured or guaranteed single family housing loan programs, RHS field
staff reviewing requests for guarantees under the SFHGLP should accept MMCRs, NTMCRs, as
well as RMCRs for purposes of RD Instruction 1980-D, Section 1980.353(¢e)(4).

RMCRs, MMCRs and NTMCRs that meet the standards of Fannie Mae, Freddie Mac, Housing
and Urban Development (HUD) and Veteran Affairs (VA) are acceptable for RHS purposes. In
the case of MMCRs, tri-merged reports are preferred because they contain in-file credit report
information from three separate credit repositories. Dual-merged credit reports are acceptable
only if that is the extent of the data available for the borrower. If only one in-file report is
available for the borrower, the lender must obtain an RMCR.



While an MMCR should prove sufficient for processing most loan applications, other
circumstances that require the ordering of an RMCR include:

1. The borrower disputes accounts on the MMCR as belonging to someone else; or
The borrower claims that collections, judgements, or liens reflected as open on the
MMCR have been paid and cannot provide separate documentation supporting this; or

3. The borrower claims that certain debts shown on the MMCR have different balances or
payments and cannot provide current statements (less than 30 days old) attesting to this
fact; or

4. The lender’s underwriter determines that it would be prudent to utilize a RMCR in lieu of

an MMCR to properly underwrite the loan.

When applicable, a reference for an applicant’s rental payment history, acquired separately or as
part of the credit report, should be obtained by the lender for SFHGLP loans.

State Offices having questions regarding this AN should contact Joaquin Tremols at
(202) 720-1465 or jtremols@rdmail.rural.usda.gov.



mailto:jtremols@rdmail.rural.usda.gov

SUMMARY SHEET RD AN 3717

= Existing dwelling certifications. Optional use of HUD-92564-VC.
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RD AN No. 3717 (1980-D)
March 1, 2002

TO: All State Directors
Rural Development

ATTENTION: Rural Housing Program Directors, Guaranteed Rural Housing
Specialists, Rural Development Managers, and Community
Development Managers

FROM: James C. Alsop (Signed by James C. Alsop)
Acting Administrator
Rural Housing Service

SUBJECT: Single Family Housing Guaranteed Loan Program (SFHGLP)
Existing Dwelling Inspections made in accordance with RD
Instruction 1980-D, Section 1980.341(b)(1)(1)

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to elaborate upon the forms of existing
dwelling inspections acceptable for loans guaranteed under the SFHGLP.

The intended outcome of this AN is to establish that the Rural Housing Service (RHS)
encourages the use of Valuation Condition (VC) Forms prepared in accordance with HUD
Handbook 4150.2 for compliance with the requirements of RD Instruction 1980-D,
Section 1980.341(b)(1)(1).

COMPARISON WITH PREVIOUS AN:

There is no previous AN on this subject.

EXPIRATION DATE: FILING INSTRUCTIONS:
February 28, 2003 Preceding RD Instruction 1980-D



BACKGROUND:

The basic objective of the SFHGLP is to assist eligible rural households in obtaining adequate,
decent, safe and sanitary homes.

To this end, an existing dwelling must be inspected to determine that the dwelling meets the
current requirements of:

. HUD Handbook 4150.2, Valuation Analysis for Home Mortgage Insurance for Single Family
One- to Four-Unit Dwellings (Appraisal Handbook), and

« HUD Handbook 4905.1, Requirements for Existing Housing-One to Four Family Living
Units.

Notes:

« InJune 1999, HUD issued Handbook 4150.2 to replace the appraiser requirements of
Handbook 4150.1 REV-1, Valuation Analysis for Home Mortgage Insurance.

o The SFHGLP uses HUD Handbook 4150.2 in place of Handbook 4150.1. We are in the
process of updating SFHGLP regulations to refer to the new handbook.

« HUD handbooks and forms can be downloaded over the Internet at http://www.hudclips.org
or obtained by calling 1-800-767-7468.

« FHA appraisers can be located at https://entp.hud.gov/idapp/html/apprlook.cfm.

COMPREHENSIVE VALUATION PACKAGE

At the same time HUD Handbook 4150.2 was introduced, HUD introduced the Comprehensive
Valuation Package (CVP) as Appendix D to this handbook. The CVP has three parts.

Part I is the “Uniform Residential Appraisal Report” (URAR) and required attachments.

Part 1II is the “Valuations Conditions-Notice to the Lender, HUD-92564-VC” (VC Form). A
home inspection is not required to complete the VC Form. The physical condition of existing
building improvements is examined at the time of appraisal to determine whether repairs,
alterations or additions are necessary or essential to eliminate conditions threatening the
continued physical security of the property. The VC Form clearly shows the items needed to
meet HUD’s Minimum Property Standards or Requirements (MPS/MPR). Required repairs are
limited to necessary requirements commonly referred to as the three S’s Rule:

« Preserve the continued marketability of the property (Salability)
« Protect the health and safety of the occupants (Safety)
« Protect the security of the property (Security)



http://www.hudclips.org/
https://entp.hud.gov/idapp/html/apprlook.cfm

Part III is the disclosure to FHA homebuyers titled “Homebuyer Summary-Notice to the
Homebuyer, HUD-92564-HS” (Homebuyer Summary).
Note: RHS does not require Part Il for loans guaranteed under the SFHGLP.

COMPLIANCE WITH EXISTING PROPERTY INSPECTION REQUIREMENTS

The VC Form specifically addresses the repairs that must be completed in order for the property
to be acceptable under the SFHGLP. A VC Form prepared in accordance with HUD Handbook
4150.2 by an appraiser designated on the FHA register is an acceptable form of documentation to
comply with RD Instruction 1980-D, Section 1980.341(b)(1)(1).

Alternatively, a home inspection report prepared by a home inspector deemed qualified by the
lender may be obtained. The home inspection report must contain information substantially
similar to that covered by the VC Form, specifically including:

« the physical condition of the structure including the roof surface and foundation;

« the condition of the major mechanical systems including plumbing, electrical, heating and
cooling;

« any readily observable site hazards;

. any readily observable property considerations such as drainage problems or evidence of
wood infestation, and;

. any repairs necessary for the dwelling to be structurally sound, functionally adequate and in
good repair.

A home inspection that meets the above requirements is adequate to ensure compliance with RD
Instruction 1980-D, Section 1980.341(b)(1)(1).

In addition to the VC Form or home inspection report, the lender must obtain documentation for
an existing dwelling showing:

« the existing dwelling meets the thermal standards per RD Instruction 1980-D, Section
1980.313(%);

« individual water supply and sewage disposal systems have been inspected and determined to
meet the requirements of the health authority having jurisdiction;

« any repairs necessary for the dwelling to be structurally sound, functionally adequate and in
good repair have been completed prior to requesting the Loan Note Guarantee, or the escrow
account requirements of RD Instruction 1980-D, Section 1980.315 have been met;

. the results of a pest inspection if required by the inspector, appraiser or lender.



IMPLEMENTATION RESPONSIBILITIES:

In keeping with the standards of this Administrative Notice, RHS field staff reviewing loan files
under the SFHGLP are reminded of the following:

This AN does not change the appraisal requirements in RD Instruction 1980-D, Section
1980.334.

The VC Form does not require that a home inspection be completed. Homebuyers, however,
may choose to obtain an independent home inspection to assist them in their home purchase
decision.

Properties that meet HUD’s Minimum Property Standards or Requirements should be
considered to be in compliance with the repair requirements in RD Instruction 1980-D,
Section 1980.313(h).

RHS requires only those repairs necessary to ensure that the dwelling is structurally sound,
functionally adequate, and in good repair under RD Instruction 1980-D, Section 1980.313(h).
Conditions that do not ordinarily require repair include any surface treatment, beautification
or adornment not required for the preservation of the property.

A completed VC Form should be accepted for compliance with Section 1980.341(b)(1)(1).

State Offices having questions regarding this AN should contact Robert E. Keyes or Joaquin
Tremols by calling (202) 720-1452 or by emailing to rkeyes@rdmail.rural.usda.gov or
jtremols@rdmail.rural.usda.gov.



mailto:rkeyes@rdmail.rural.usda.gov
mailto:jtremols@rdmail.rural.usda.gov

SUMMARY SHEET RD THERMAL REQUIREMENTS

Major Changes to Home Inspections and Thermal Requirements

v' Because of provisions in the Uniform Statewide Building Code, any property
constructed after 1980, has adequate thermal performance for the RD
program.

v" For any property constructed prior to 1980, the home will be acceptable if
there is some ceiling insulation or thermal (or storm) windows. No additional
insulation will be required, even if the insulation in the dwelling does not meet
the standards as currently set forth in 1924-A, Exhibit D.

v" Form EC has been eliminated!

v' See AN 3717 for alternative methods of documenting dwelling quality

2/20/03



USDA United States Rural Development 1606 Santa Rosa Road
Department of Rural Business - Culpeper Building, Suite 238
—_—

"__._---__ Agriculture Cooperative Programs Richmond, Virginia 23229-5014
_ Rural Housing Programs Phone: 804.287.1598
Rural Utilities Programs Fax: 804.287.1720
TDD: 804.287.1753

http://www.rurdev.usda.gov/va

June 17, 2002
File 1980-D

TO:  Community Development Managers
Rural Development Managers
Rural Devel opment, Virginia

SUBJECT: Thermal Standards for the Guaranteed Rural Housing Program
Exigting Properties

Since 1980, the Commonwesalth of Virginia has included thermal performance standards as part of the Uniform
Statewide Building Code, which meet those set forth in RD Instruction 1924-A, Exhibit D. A study completed by
the Virginia State Office showed that the costs associated with meeting these thermal requirements did not result in
any cost savings in the form of reduced utility bills projected over aten (10) year period (the averagetimealoan is
held). Therefore, the National Office has granted a blanket waiver to the Agency sthermal standards for existing
homes for a period of 18 months or until the Agency adopts new existing property thermal standards nationally,
whichever comes sooner.

Please note that existing homes with no attic insulation at all or that do not have either thermal or storm windows,
do nat qualify for thiswaiver and must be brought up to RD current standards as outlined above.

Asaresult of this action, we are diminating the Virginia State Form “ADEQUACY CERTIFICATION FOR
EXISTING PROPERTIES’, ak/a Exhibit EC. RD personnd and lenders should dispose of thisform.
Lenders are still required to follow the instructions for existing property inspections and certifications as
outlined in RD Instruction:

1. 1980.313, and,
2. 1980.340(a), and,
3. 1980.341(b)(1)(i)

These requirements, ingpections (compliance with the HUD Handbooks 4150.2 and 4905.1) and
certifications (such as water test, septic inspection, termite inspection) must be part of the lender
underwriting file. Rural Development will monitor compliance during routine lender visits; therefore,
lenders are not required to submit copies of the inspections and certifications to obtain RD Form 1980-
17, “Loan Note Guarantee”. The attachment to RD Form 1980-21, “Conditional Commitment for
Sngle Family Housing Guarantee” will be updated to reflect this change.

We recommend that lenders review RD AN 3717, “ Existing Dwelling Inspections’ . ThisAN gives lenders
the option of using the HUD form 92546, “ Valuations Conditions’ , to document compliance with the
HUD handbook 4150.2. This AN offers alternatives to the lender to document compliance with
1980.341(b)(1)(i).

Rural Development is an equal opportunity provider and employer. To file a complaint of discrimination, write:
USDA, Director, Office of Civil Rights, Room 326-W, Whitten Building, 14" and Independence Avenue, SW,
Washington, D.C. 20250-9410 or call 202.720.5964 (voice and TDD).



Pease contact Michelle C. Corridon at 804-287-1595 or michelle.corridon@va.usda.gov with any questions.

/s/ by Joseph W. Newhbill
JOSEPH W. NEWBILL
State Director

USDA Rural Devel opment

Cc Submitting and Approved SFH Guaranteed Lenders, Virginia



SUMMARY SHEET RD AN 3816

The Uniform Residential Appraisal Report (URAR), Desktop Underwriter
Quantitative Analysis Appraisal Report and the Loan Prospector Quantitative
Analysis Appraisal Report are accepted for the GRH program.



RD AN No. 3816 (1980-D)
January 10, 2003

TO: All State Directors
Rural Development

ATTENTION: Rura Housing Program Directors, Guaranteed Rural Housing
Specialists, Rural Development Managers, and Community
Development Managers

FROM: Arthur A. Garcia (Signed by Arthur A. Garcia)
Administrator
Rural Housing Service

SUBJECT: Acceptable Appraisal Forms
Single Family Housing Guaranteed Loan Program (SFHGLP)

PURPOSE/INTENDED OUTCOME

The purpose of this Administrative Notice (AN) is to announce that the SFHGLP now permits
the lender to instruct its appraiser to use any of the following appraisal formsin relation to a SFH
loan for, or refinance of aloan secured by, an owner-occupied one-family residential property:

Uniform Residential Appraisal Report (URAR) (Freddie Mac Form 70/Fannie Mae Form
1004)

Desktop Underwriter Quantitative Analysis Appraisal Report (Fannie Mae Form 2055)
Loan Prospector Quantitative Analysis Appraisal Report (Freddie Mac Form 2055)

Expanding the number and type of appraisal report forms will provide lenders with more
flexibility and, in some cases, result in reduced closing costs for the loan applicant.

COMPARISON WITH PREVIOUS AN

There is no previous AN on this subject.

EXPIRATION DATE: FILING INSTRUCTIONS:
January 31, 2004 Preceding RD Instruction 1980-D



BACKGROUND

RD Instruction 1980-D, Section 1980.334(b)(1) states that the appraiser will use the most recent
revison of the Uniform Residential Appraisal Report (URAR). The URAR has long been the
industry standard for singlefamily residential mortgage appraisal reports.

During the late 1990° s, both Freddie Mac and Fannie Mae developed, introduced, and began to
evaluate more streamlined appraisal forms, including:

Desktop Underwr iter Quantitative Analysis Appraisal Report (Fannie Mae Form 2055)
Loan Prospector Quantitative Analysis Appraisal Report (Freddie Mac Form 2055)

Form 2055 is very similar to the URAR except for the omission of the income and cost
approaches to value. The mortgage industry and the residential real estate appraisal profession
have found that these two approaches to value typically are not reiable if the proposed mortgage
will be secured by an owner -occupied one-family residential property. This applies to both new
and existing dwellings in most market areas.

Although Form 2055 was designed initially to be used only for mortgages processed using an
automated underwriting system (AUS), both Freddie Mac and Fannie Mae expanded the use of
this form and began accepting Form 2055 for manually underwritten (nor AUS) mortgages
severa years ago.

Industry experience has shown that, in most cases, Form 2055 provides all of the necessary
appraisal information necessary to originate and underwrite a mortgage secured by an owner -
occupied one-family residential property (including a unit in a condominium or PUD project).

IMPLEMENTATION RESPONSIBILITIES

Regardless of the appraisal form used, the appraiser must complete the following steps:

Use the most recent revision of the form chosen to document the appraisal.

Perform both an interior and exterior ingpection of the subject property.

Provide a description and analysis of the subject property, neighborhood, site, and
improvements.

Complete a sales comparison analysis including at least three (3) comparable properties,
providing specific sales or financing concession information for the comparables.
Deveop the cost approach to value only in casesin which it is:



requested by the lender, or

considered by the appraiser to be a good indicator of value for the subject property. (As
an example, the appraiser may believe that the cost approach is a good indicator of value
if the dwelling is less than one year old or has been recently renovated.)

Include an opinion of value for the sitein all cases. If the site value is more than 30 percent
of the total value of the property, the appraiser should provide opinions regarding whether
the value of the siteistypical for the area, and whether the site can be subdivided into two or
more Sites.

Attach a narrative explanation supporting unusual adjustments.

Include other comments, data, and exhibits if they are needed to adequately describe the
subject property, document the analysis and valuation process, or support the appraiser’ s
conclusions.

Include clear, descriptive photographs (either in black and white or color) of the front, rear
and street views of the subject property. Generally, photographs should be originals that are
produced either by photography or electronic imaging.

Include clear, descriptive photographs (either in black and white or color) of the front view
for each comparable sale used in the completion of the appraisal. Generaly, photographs
should be originals that are produced either by photography or eectronic imaging; however,
copies of photographs from a multiple listing service or from the appraiser’ sfile are
acceptable if they are clear and descriptive.

Provide an adequately supported estimate of market value.

a
a

SUMMARY

The SFHGLP now permits the lender to instruct its appraiser to use any of the following
appraisal formsin relation to a SFH loan for, or refinance of aloan secured by, an owner
occupied one-family residential property:

Uniform Residential Appraisal Report (URAR) (Freddie Mac For m 70/Fannie Mae
Form 1004)

Desktop Underwriter Quantitative Analysis Appraisal Report (Fannie Mae Form 2055)
Loan Prospector Quantitative Analysis Appraisal Report (Freddie Mac Form 2055)

Regardless of the appraisal form used, the loan file must contain clear and sufficient support for
the underwriter’ s decisions regarding the security property and loan approval.

We encourage State Offices to develop ways to distribute this AN to local appraisers.
Developing an appraiser email list may be one way to share this information.

State Offices with questions regarding this AN should contact Robert E. Keyes or
Joaguin Tremols by calling (202) 720-1452 or by sending an email to
rkeyes@rdmail.rural.usda.govor jtremols@rdmail.rural.usda.gov




SUMMARY SHEET GRH REFINANCING

v Use ANs 3774 and 3783

2/20/03



RD AN No. 3774 (1980-D)
July 24, 2002

TO:  State Directors
Rural Development

ATTENTION:  Rural Housing Program Directors, Guaranteed Rural Housing Specialists,
Rural Development Managers, and Community
Development Managers

FROM:  Arthur A. Garcia (Signed by Arthur A. Garcia)
Administrator
Rural Housing Service

SUBJECT:  Single Family Housing Guaranteed Loan Program
Refinancing of Single Family Housing Guaranteed Loans

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to renew instruction to field staff involved in
the Guaranteed Rural Housing (GRH) loan program of the process used to refinance existing
GRH loans. A separate AN is being issued to address the renewal requirements for refinancing
an existing 502 Direct loan with a new GRH loan.

COMPARISON WITH PREVIOUS AN:

This AN renews and is substantially similar to AN No. 3646, issued May 11, 2001.

EXPIRATION DATE: FILING INSTRUCTIONS
July 31, 2003 Preceding RD Instruction 1980-D



IMPLEMENTATION RESPONSIBILITIES:

In accordance with RD Instruction 1980-D and amendments to section 502(h) of the Housing
Act of 1949, the following summarizes the requirements for the GRH loan being refinanced:

Term
e Term of the new loan will be 30 years.

Interest Rate

e Interest rate of the new loan must be a fixed rate and cannot exceed the interest rate of the
loan being refinanced. The interest rate of the new loan does not have to meet requirements
established in RD Instruction 1980-D, § 1980.320.

e Funded buydown accounts are not permitted.

Security
e Loan security must include the same property as the original loan. The security property
must be owned and occupied by the applicants as their principal residence.

Household Income

e Total adjusted income for the household cannot exceed the moderate level for the area as
established in RD Instruction 1980-D, Exhibit C.

Approved GRH Lender
e An approved GRH lender must make the loan.

Loan Amount Limitations

e Maximum loan amount cannot exceed the balance of the loan being refinanced, plus the
guarantee fee, and reasonable and customary closing costs, including funds necessary to
establish a new tax and insurance escrow accounts.

e Subordinate financing such as home equity seconds and down payment assistance “silent”
seconds cannot be included in the new loan amount. Any existing secondary financing must
be subordinate to the new first lien.

e Applicants are not eligible to receive "cash out" from the refinancing transaction. However,
applicants may receive reimbursement from loan proceeds at settlement for their personal
funds advanced for eligible loan purposes that are part of the refinance transaction, such as an
appraisal fee or credit report fee. At loan closing, a nominal amount of “cash out” to the
applicants may occasionally result due to final escrow and interest calculations. This
amount, if any, must be applied to a principal reduction of the new loan.

e Unpaid fees, such as late fees due the servicer, are not eligible to be included in the new loan
amount.



Rural and Non-Rural Areas

e GRH refinance loans are permissible for properties in areas that have been determined to be
non-rural since the existing loan was made.

Applicant Eligibility

e As part of the refinancing transaction, additional borrowers may be added to the new GRH
loan. Existing borrowers may be deleted from the current loan. All applicants that will be a
party to the promissory note for the new loan must meet all eligibility requirements.

Processing Requirements
e The lender will process the refinancing loan package in accordance with RD Instruction
1980-D, except when provided otherwise in this AN.

Reservation of Funds

After the lender has determined that an applicant will likely qualify for a guaranteed refinance
loan, the lender or originator should request a reservation of funds to ensure that funds will be
available at the time the loan is ready for final loan approval. Field staff will reserve funds upon
receipt of Form RD 1980-86, “Request for Reservation of Funds” from the lender, and funds will
remain reserved for 60 days.

Loan Application Documentation

Application and verification requirements of RD Instruction 1980-D, § 1980.353(c) and (e)
apply, except for that portion of paragraph (c)(4) that deals with maximum interest rate and
paragraph (c)(16) (purchase agreement). The following items must be addressed or documented
in the lender’s loan file in order for the application to be considered complete:

Signed copy of the final loan application.

e (Current credit report.
Any late mortgage payments within the past 36 months on the existing GRH loan must be
addressed by the lender and taken into consideration in the underwriting decision.

e Lender verification of applicant’s current employment and income.
Lender verification that the total adjusted income for the household does not exceed the
current moderate income level established for the area.

e Lender’s underwriting analysis, including applicant’s qualifying ratios for the loan being
refinanced. Ratios must meet requirements as stated in RD Instruction 1980-D,
§ 1980.345(c)(3). The monthly housing expense to income ratio may not exceed 29 percent
and the total debt to income ratio may not exceed 41 percent. However, lenders may request
a waiver of these ratio requirements with documentation of acceptable compensating factors.



A satisfactory payment history for the existing mortgage is considered a strong compensating
factor.

e Applicants will sign all applicable RD forms including Form RD 1980-21, “Request for
Single Family Housing Loan Guarantee” and Form AD-1048 “Debarment Certification”.

e Notwithstanding RD Instruction 1980-D, § 1980.334 requirements, a complete Uniform
Residential Appraisal Report (URAR) will be required only in cases when any accrued
interest, closing costs and/or fees (other than the 2% Guarantee fee) will be financed into the
loan.

e No property inspections or thermal certification are necessary. Although RHS does not
require repairs to be completed for refinance transactions, the lender may require completion
of repairs as a condition of loan approval. Expenses related to property inspections and
repairs may not be financed into the new loan amount.

Submission Process

Once the lender has obtained all required documentation and completed underwriting and
approval of the loan, the lender will submit the loan application package for Agency review. The
Agency will review applications to determine that all program requirements have been met.

Use of GRH funds for the sole purpose of refinancing an existing GRH loan is considered a
servicing action and a categorical exclusion under RD Instruction 1940-G, § 1940.310(e)(2).
Completion of RD Form 1940-22, “Categorical Exclusion Checklist,” will not be required.

Following RHS approval, funds will be obligated and a Conditional Commitment issued.
Closing Costs and Lender Fees

As stated in RD Instruction 1980-D, § 1980.324(a), the lender may establish charges and fees for
the refinance loan, provided they are the same as those they charge other applicants for similar
types of transactions. Lenders and the Agency should make every effort to ensure that applicants
are not being charged excessive fees as part of the new loan. At this time, discount points are not
eligible to be financed, except for low-income applicants. In such cases, discount points
financed will not exceed two percentage points of the loan amount.

Guarantee Fee

The guarantee fee for GRH refinances will be 0.5 percent from July 19, 2002 until September 30,
2002. The Agency is committed to reassessing the fee charged on GRH refinances for Fiscal
Year (FY) 2003. Lowering the fee on a permanent basis will depend on historical data on GRH
refinance performance and the FY 2003 GRH appropriation, both of which are not yet complete.
The Agency will advise field staff and approved lenders if the fee for refinance loans will remain
at 0.5 percent for FY 2003 GRH obligations. The guarantee fee may be financed into any GRH
refinancing loan. As usual, applicants may finance closing costs and fees up to 100 percent of
the current appraised value. However, it is possible that the loan-to-value (LTV) of the new loan



could exceed 100 percent guarantee fee is financed. Loans may only exceed 100 percent LTV to
the extent that the excess represents a financed guarantee fee. This provision applies only to
GRH refinancing transactions.

Loan Note Guarantee Issuance Requirements

Once the lender has closed the loan, closing documentation should be submitted to the Agency in
accordance with RD Instruction 1980-D, § 1980.361(a). Provided that the lender’s loan closing
documentation is adequate, a Loan Note Guarantee will be issued to cover the terms of the new
loan. The Agency will process loan closings for GRH refinance loans using the same procedures
used for GRH purchase loans. Once the Agency’s loan closing has processed and the new Loan
Note Guarantee has been issued, the Finance Office should be notified to terminate the original
guarantee due to the loan being refinanced through the GRH program. Notifications should be
made to Finance Office, Guaranteed Loan Branch, Attn: FC-350 or by Fax at (314) 539-3110.

Guaranteed Loan System (GLS) Reporting

All GRH refinance loans should be coded with assistance code “326” (GRH purchase loans
should be coded “96”).

Funding Limitations

There will be no limit placed on the number of refinance loans made from the allocation at this
time.

SUMMARY:

The intent of the new refinance feature of the GRH loan program is to give existing GRH
borrowers with satisfactory payment histories the opportunity to benefit from a lower interest
rate and increase their ability to be successful homeowners. Applicants must meet all existing
eligibility requirements as stated in RD Instruction 1980-D.

The Agency should give applicants with existing GRH loans that are in good standing every
consideration when applying for a GRH refinance loan. GRH refinance loans may not be used
as a loss mitigation measure for loans that are presently not performing or for borrowers who are
not remaining current on their existing GRH loan. Delinquent GRH loans should be reviewed
and evaluated using the loan servicing guidelines currently outlined in RD Instruction 1980-D,

§ 1980.370.

Questions regarding this AN may be directed to Joaquin Tremols or Robert Keyes of the Single
Family Housing Guaranteed Loan Division (SFHGLD). They may be reached at
(202) 720-1452.



RD AN No. 3783 (1980-D)
September 10, 2002

TO:  State Directors
Rural Development

ATTENTION:  Rural Housing Program Directors, Guaranteed Rural Housing
Specialists, Rural Development Managers, and Community
Development Managers

FROM:  Arthur A. Garcia (Signed by Arthur A. Garcia)
Administrator
Rural Housing Service

SUBJECT:  Single Family Housing Guaranteed Loan Program
Refinancing of Section 502 Direct Loans with Section 502
Guaranteed Loans

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to renew instruction to field staff
involved in the Guaranteed Rural Housing (GRH) loan program of the process used to
refinance Direct loans to GRH loans. A separate AN is being issued to address the
requirements for refinancing an existing GRH loan with a new GRH loan.

COMPARISON WITH PREVIOUS AN:

This AN replaces and is substantially similar to AN No. 3645, issued May 11, 2001.

EXPIRATION DATE: FILING INSTRUCTIONS:
September 30, 2003 Preceding RD Instruction 1980-D



IMPLEMENTATION RESPONSIBILITIES:

In accordance with RD Instruction 1980-D and amendments to section 502(h) of the
Housing Act of 1949, the following summarizes the requirements for a Direct loan being
refinanced:

Term
e Term of the loan will be 30 years.

Interest Rate

e Interest rate of the new loan must be a fixed rate and cannot exceed the interest rate of
the loan being refinanced. In addition, the interest rate of the new loan does not have to
meet requirements established in RD Instruction 1980-D, §1980.320.

e Funded buydown accounts, as defined in RD Instruction 1980-D, §1980.392, are not
permitted.

Security
e Loan security must include the same property as the original loan. The security
property must be owned and occupied by the applicants as their principal residence.

Household Income

e Total adjusted income for the household cannot exceed the moderate level for the area
as established in RD Instruction 1980-D, Exhibit C.

Approved GRH Lender
e An approved GRH lender must make the loan.

Loan Amount Limitations

e Maximum loan amount cannot exceed the balance of the loan being refinanced, plus the
guarantee fee, and reasonable and customary closing costs, including funds necessary to
establish a new tax and insurance escrow accounts.

e Applicants are not eligible to receive "cash out" from the refinancing transaction.
However, applicants may receive reimbursement from loan proceeds at settlement for
their personal funds advanced for eligible loan purposes that are part of the refinancing
transaction, such as an appraisal fee or credit report fee. At loan closing, a nominal
amount of “cash out” to the applicants may occasionally result due to final escrow and
interest calculations. This amount, if any, must be applied to a principal reduction of
the new loan.

e Subordinate financing such as home equity seconds and down payment assistance
“silent” seconds cannot be included in the new loan amount. Any existing secondary
financing must subordinate to the new first lien.



Rural and Non-Rural Areas
¢ GRH refinance loans are permissible for properties in areas that have been determined
to be non-rural since the existing loan was made.

Applicant Eligibility

e As part of the refinancing transaction, additional borrowers may be added to the new
GRH loan or existing borrowers may be deleted from the current Direct loan. All
applicants that will be a party to the promissory note for the new loan must meet all
eligibility requirements.

Processing Requirements

The lender will process the refinancing loan package in accordance with RD Instruction
1980-D, except where provided otherwise in this AN.

When the Agency has determined that a 502 Direct borrower may be eligible to refinance
with private credit, the option to attempt refinancing with a GRH loan may be offered to
the borrower. It will be the option of the borrower to contact a GRH lender or pursue other
refinancing credit.

Reservation of Funds

After the lender has determined that a 502 Direct borrower will likely qualify for a GRH
refinance loan, the lender should request a reservation of funds to ensure that funds will be
available at the time the loan is ready for final loan approval. Field staff will reserve funds
upon receipt of Form RD 1980-86, “Request for Reservation of Funds” from the lender,
and funds will remain reserved for 60 days.

Loan Application Documentation

Application and verification requirements of RD Instruction 1980-D, §1980.353(c) and (e)

apply, except for that portion of paragraph (c)(4) that deals with maximum interest rate and

paragraph (c)(16) (purchase agreement). The following items must be addressed or

documented in the lender’s loan file in order for the application to be considered complete:

e Signed copy of the final loan application.

e (Current credit report.

e Any late mortgage payments within the past 36 months on the existing 502 Direct loan
must be addressed by the lender and taken into consideration in the underwriting
decision.



e Lender verification of applicant’s current employment and income.

e Lender verification that the total adjusted income for the household does not exceed the
current moderate income level established for the area.

e Lender’s underwriting analysis, including applicant’s qualifying ratios for the loan
being refinanced. Ratios must meet requirements as stated in RD Instruction 1980-D,
§1980.345(¢c)(3). The monthly housing expense to income ratio may not exceed 29
percent and the total debt to income ratio may not exceed 41 percent. However, lenders
may request a waiver of these ratio requirements with documentation of acceptable
compensating factors. A satisfactory payment history for the existing mortgage is
considered a strong compensating factor.

e Applicants sign all applicable RD forms including Form RD 1980-21, “Request for
Single Family Housing Loan Guarantee” and Form AD-1048 “Certification Regarding
Debarment”.

e Complete Uniform Residential Appraisal Report (URAR). The URAR findings will be
used to determine any recapture amount due and payable.

e No property inspections or thermal certifications are necessary. Although RHS does
not require repairs to be completed for refinance transactions, the lender may require
completion of repairs as a condition of loan approval. Expenses related to property
inspections and repairs may not be financed into the new loan amount.

Submission Process

Once the lender has obtained all required documentation and completed underwriting and
approval of the loan, the lender will submit the loan application package for Agency
review. The Agency will review applications to determine that all program requirements
have been met.

Use of GRH funds for the sole purpose of refinancing an existing 502 Direct loan is
considered a servicing action and a categorical exclusion under RD Instruction 1940-G,
§1940.310(e)(2). In accordance with RD Instruction 1940-G, §1940.317(c)(4), completion
of Form RD 1940-22, “Environmental Categorical Exclusion Checklist,” will typically not
be required because refinance transactions will not likely have the potential to adversely
effect environmentally sensitive land uses or resources. However, in extraordinary
circumstances, the Agency loan approval official may be aware of an environmentally
sensitive situation, such as reports of chemical spills in the area or hazardous material
waste sites that have been developed in the community, that may impact the application
and require further analysis as prescribed in RD Instruction 1940-G.

Following RHS approval, funds will be obligated and a Conditional Commitment issued.



Recapture

As part of the Direct loan refinancing, arrangements must be made to either pay off or defer
repayment of any subsidy recapture due. Any recapture amount owed as part of the 502
Direct loan payoff may be included into the amount being refinanced with the GRH loan as
part of the loan balance. Alternatively, any 502 Direct recapture amount owed at the time
of refinancing may be deferred if the recapture amount takes a lien position subordinate to
the new GRH loan. A 25 percent discount on recapture may be offered if the customer
does not defer recapture in accordance with 7 CFR Part 3550, §3550.162 or includes the
recapture amount being refinanced with the GRH loan.

Closing Costs and Lender Fees

As stated in RD Instruction 1980-D, §1980.324(a), the lender may establish charges and
fees for the refinance loan, provided they are the same as those they charge other applicants
for similar types of transactions. Lenders and the Agency should make every effort to
insure that applicants are not being charged excessive fees as part of the new loan. At this
time, discount points are not eligible to be financed, except for low-income borrowers. In
such cases, discount points financed will not exceed two percentage points of the loan
amount.

Guarantee Fee

The guarantee fee for GRH refinances will be 0.5 percent from July 19, 2002 until
September 30, 2002. The Agency is committed to reassessing the fee charged on GRH
refinances for Fiscal Year (FY) 2003. Lowering the fee on a permanent basis will depend
on historical data on GRH refinance performance and the FY 2003 GRH appropriation,
both of which are not yet complete. The Agency will advise field staff and lenders if the
fee for refinance loans will remain at 0.5 percent for FY 2003 GRH obligations. The
guarantee fee may be financed into any GRH refinancing loan. As usual, applicants may
finance closing costs and fees up to 100 percent of the current appraised value. However, it
is possible that the loan-to-value (LTV) of the new loan could exceed 100 percent
guarantee fee is financed. Loans may only exceed 100 percent LTV to the extent that the
excess represents a financed guarantee fee. This provision applies only to GRH
refinancing transactions.

Loan Note Guarantee Issuance Requirements
Once the lender has closed the loan, closing documentation should be submitted to the

Agency in accordance with RD Instruction 1980-D, §1980.361(a). The Agency should
verify that the Section 502 Direct liability has been satisfied and that any recapture owed



has been paid or deferred as a subordinate lien. Provided that the lender's closing
documentation is adequate, a Loan Note Guarantee will be issued to cover the terms of the
new loan. The Agency will process loan closings for GRH refinance loans using the same
procedures used for closing GRH purchase loans.

Guaranteed Loan System (GLS) Reporting

All GRH refinance loans will be coded “326”, the same code currently used for GRH
purchase loans. This coding will permit funds to be obligated from one funding source
through the remainder of the fiscal year.

For tracking and data retrieval purposes, there will eventually be approximately four to five

field changes or field additions to the application screens contained within GLS that must

be completed as part of the refinance obligation process. Until these system enhancements

are completed, field staff are requested to manually track the data. The following should be

manually tracked for each 502 Direct loan refinanced with a GRH loan:

e Borrower name and case number

e [oan amount

e Recapture amount

e Was recapture included in the refinanced loan amount, or deferred as a subordinate
lien?

Funding Limitations

There will be no limit placed on the number of refinance loans made from the total
allocation at this time. However, overall funding availability will be monitored closely to
ensure that ample funds will be available for both purchase and refinance loans.

SUMMARY:

The intent of the new refinance feature of the GRH loan program is to give 502 Direct
customers, who are ready to graduate into private credit, the opportunity to benefit from
GRH loan program parameters and lower interest rates or lower monthly mortgage
payment. Applicants must meet all existing eligibility requirements as stated in

RD Instruction 1980-D.

Questions regarding this AN may be directed to Joaquin Tremols or Robert Keyes of the
Single Family Housing Guaranteed Loan Division (SFHGLD). Their telephone numbers
are (202) 720-1465 and (202) 690-4507, respectively.
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NOTE: CORRECTIONS MADE AFTER THE ORIGINAL DISTRIBUTION OF THE
DOCUMENT NOTED INITALICS.

First Edition (dtd 5/29/97)

1. Does each applicant have to take a homebuyer’s class?
Yes {1980.309(f)(4)}
2. Isahomefinanced in the direct loan program, which isan ingligible area eligible for GRH?

No

3. Can wefinancerepairsin the GRH program?

Seeissue number 21, question 1 for clarification.

4. Can wefinance a home that islocated on a private road with a road maintenance agreement or a home
that is served by aright-of-way? Pleaserefer to AN 372. Dated 5/1/01, Subject-Road Access and
Regulations 1980-D section 1980.313(b).

5. Can we accept aloan application when the applicant owns a mobile home, not on a permanent
foundation?

Y es, however you must condition for the sale of the mobile home. 1t must close prior to the closing of the
new home, evidence must be provrded that the debt has been pard in full and theloan applrcant must be
released from liability. . ! ,
extensions: (updated 9/27/02) Add|t|onal mformatron if the borrower is unableto sell the unrt he can
rentit. Include any net rental income in the annual and repayment income calculations. Net rental
income should include a 25% vacancy allowance. A mobile home, not on a permanent foundation, is
not considered adequate housing (update 5/03/01).

6. Can aratio waiver be given?

3582, dated November 1, 2000

7. Can we accept aten-year warranty application in place of the three required construction inspections?

Yes, aslong as you have a 2/10 warranty and the final inspection report. Note that the other requirements
such astermite, water etc. still need to be in the lender file.

8. Do resubmitted, previoudly rejected loan applications have priority over newly submitted applications?
Yes

9. Can we finance a property that islocated in a private, gated community?

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



Yes, as long asit meetsthe subdmson requirements as set forth in 1980.311. ¥euw+44—als&needrte

Second Edition (dtd 6/6/97)

1. Can we finance a condominium?

You will also need to obtam mformatlon to show that the condo ison astateroad or isin an approved
Home Owners Association(HOA). A copy of the survey isno longer needed, see edition 13.

2. Can we ever use a letter to update a Verification of Employment?

Yes, but only if you have issued aloan commitment. If thereisa change in the applicant’sincome and
you have not issued a conditional commitment or the loan is submitted for reconsideration, you must have
anew VOE.

3. What information do we need in order to make aloan in a subdivision that is not currently state
maintained but plans to bein the future?

¥-ed The lender will need an irrevocable letter of credit, a copy of the VDOT bond, and the county
resolution. You will also need to address any issues concerning the HOA.

4. What is acceptable evidence that a Planned Unit Development (PUD) is out of the hands of the
developer?

Please refer to letter issued 9/29/97 that statesin reviewing the requirements of the 1980-D regulation
and in discussions with the National Office, we will no longer require that HOAs be managed by the
homeowners.

Third Edition (dtd 9/5/97)

1. Can Rural Development financed comparable sales be used for GRH appraisals?

Yes, according to our State Appraiser and the National Office. Several offices have asked this question in
light of the requirements of 1922-C. Thisinstruction states that they cannot be used. According to the
National Office, aslong asthe Rural Development comparable are arm’s length transactions and best
available, they will meet the requirements of USPAP and be acceptable for the GRH program.

2. Can an applicant or property be substituted on form RECD 1980-867

No, the lender must submit a new 1980-8, 1980-24 and update all loan documents that refer to the subject
property (i.e. application, underwriting form). We would also recommend updating all documents when
thereis a change in loan amount.

3. What are the lender and Rural Development responsibilities in underwriting the loan?

The lender isresponsible for the analysis. The Agency is not underwriting the loan but determining

program eligibility. We areissuing the Loan Note Guarantee to offset the risk of the 100% LTV loan; not
to offset poor credit, income or property risk factors.

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



4. Are homeswith an in ground swimming pool allowed to be financed?
No, the current issue of 1980-D(6/21/95) does prohibit the financing of in ground swimming pool.

5. Isthere adifference in calculating adjusted income and repayment income in the GRH loan or direct
programs?

No, both incomes are counted in the same manner. See 1980.345, 1980.348 for GRH loans and Chapter 4
for direct. All income from all adults (regardless of if they are obligated to the note) must be counted for
annual income. Only income from parties obligated on the promissory note are counted for repayment
income.

Fourth Edition (dtd 10/7/97)

1. How do we handle applications during the period of time when funds are not available?

Around October 14, we expect to receive our allocation from the National Office. Until that time, local
offices can accept application packages from lenders. These packages will not have completed
reservation. Lenders can send the reservations to Ann in the State Office. Shewill hold these until we
receive funds. After we receive the allocation of funds, Ann will process the reservations and forward
these to the lenders. The lenders should forward these to the local offices. At that point the 48 hours
processing clock will begin to run on the application. Please reassure your lenders that the funding
situation is temporary and we will have adequate funds for FY 98.

2. Does an applicant have to bein their current employment for a minimum of 24 monthsto be eigible
for a GRH loan?

RD Instruction 1980.345(c)(2)(i) states that “In considering qualifying income, the Lender must
determine whether there is a historical basisto conclude that theincomeislikely to continue. Typically,
income of lessthat 24 months duration should not be included in qualifying income.” RD Ingtruction
1980.354 (opening paragraph) states “...documentation that there is reasonable assurance of repayment
ability...”. RD Ingtruction 1980.345(b) states, “The applicant (and coapplicant, if applicable) has
adequate and dependably availableincome. The applicant’s history of income and the history of the
typical annual income of other isthe area with similar types of employment will be considered in
determining whether the applicant’sincome is adequate and dependable.” If the applicant has a stable
employment history, the VOE indicates that there is a continued probability of employment, and the
income is sufficient to repay the loan an other debts, we should not require that all applicants meet the 24
month timeframe. However, if there appears to be an erratic employment history, you should use your
judgment in exercising the 24 month rule.

3. Dowe need original signatures on the AD 1048, form 410-9 and form 1980-217?
Y ou should obtain original signatures on the above forms. Y ou can condition for these items.

4. Can an applicant provide cash to cover the gap between the loan amount and the sales price of the
property?

For example, the sales contract is for $128,000 and the appraisal is $125,000. Theloan amount would be
$125,000 and the Loan Note Guarantee would be issued for $125,000. Can the applicant provide $3,000
for the gap between the sales price and 1oan amount?

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



Yes, but there are severa consuderatlons to make Fwst—wwl—theHuDJean—LHmt—beexeeeded#er—that

eannet—beﬁsedrt&undepmmetheHuD—lmt— HUD loan I|m|tseI|m|nated 12/21/98

Second, would the amount of cash provided allow the applicant to obtain conventional credit el sewhere?
If the answer isthat the borrower will not eigible for other credit, then providing the additional cash will
be acceptable.

Third, isthe money from cash on hand or will it be borrowed? If the fundswill be provided from cash on

hand, is this shown on the application? If the applicant is borrowing the funds, this must be considered in
theratios. In summary, this practice is acceptable under certain conditions.

Fifth Edition (dtd 10/10/97)

1. How do we handle an interest rate change (increase only) after the issuance of the Conditional
Commitment?

The lender must provide copies of the revised loan application, Form 1980-21, “Request for Single Family
Housing Loan Guaranteg”, and underwriting analysis. The loan application should show the new interest
rate. The underwriting analysis should show the new interest rate along with the updated PITI and TD
ratios. These changes must beinitialed by or the new form signed by the underwriter. The local office
will revise the 1980-18, “Conditional Commitment for Single Family Housing Loan Guarantee’, by
changing the interest rate. The local office should type the revised date and reason for the change in the
top right hand corner. Theloan approval official will initial the change and the revised copy will be
forwarded tot he lender. Local offices should not change any other dates on the form.

2. Do we round the loan amount on the 1940-3, “Request for Obligation of Funds for Guaranteed Loans”,
and the amount of the guarantee fee?

3. How do we know from the loan application package that the applicant does not currently own adequate
housing?

Thereis no particular item in any of the application package forms that addressesthisissue. However, if
thisisthe case, it should be shown in Section VI, Assets and Liabilities, on the Uniform Residential Loan
Application(URLA). Thelender isresponsible for ensuring the applicant meets the requirement of 1980-
D. When the lender signs Form 1980-16, “ Agreement for Participation in Single Family Housing
Guaranteed/Insured Loan Programs of the United States Government”, they agreeto “...determineif loan
applicants meet the general requirements of the Agency' s guaranteed/insured loan program”. Thisis
stated in Section C, part 2, of Form 1980-16. Under part 3 of Section C, the lender agreesto
“...disapprove the application where the applicant does not qualify for a guaranteed/insured loan under the
requirements and procedures of the Agency”. Under Section F, part 2, “The lender shall conform to all
originating, servicing, reporting and operational standards imposed by the Agency in the execution of the
guaranteed/insured loan program. “Under Section F, part 3, “If the lender isfound to bein
noncompliance with Federal or State law or regulation. Agency guidelines, or terms of this Agreement,
the Agency reserves the right to take action in accordance with its laws and regulations’. If alocal office
has a situation where the lender is not considering hat the applicant currently owns adequate housing, this
should be forwarded to the State Office for consideration of appraopriate actions.
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4. Do we need to require that the original copy of the RD Form EC and PC be submitted in order to issue
the Loan Note Guarantee?

¥es: Note: both forms are obsol ete.

Sixth Edition (dtd 10/27/97)

1. Doesthelocal office need to wait until the State Office faxes the 1A screen to the local office before
issuing the Conditional Commitment?

3. Must we document Form 1940-22, “Environmental Checklist for Categorical Exclusions’ as required
in the direct loan program?

Yes, pleaserefer to Virginia Instruction 1940-G, Attachment 14, page 6, letter “0”. All offices should
have received a copy of thisinstruction during the Farmer Program training in 1994.

Seventh Edition (dtd 11/28/97)

1. What date is used to determine the correct Fannie Mae or VA interest rate?

You will use the date of the loan application. Clarification-if the rate floats until closing, use the date of
the loan lock (9/27/02).

2. Dowerequirethat the original signed loan application be submitted?
No

3. What documents are needed to complete Form FmHA 1940-22, “Environmental Checklist for
Categorical Exclusions’?

At aminimum, the loan approval official will need the real estate appraisal with color pictures (or color
reproductions of the photos) and the flood certification form. Only in limited cases will avisit to the
property be appropriate. It isthe responsibility of the loan approval official to “independently evaluate
environmental information submitted by or on behalf of the applicant (the lender), then must assure itself
of the accuracy of that information, and make an independent decision based thereon.” { FmHA AN No.
3222 (1980-D)}. Theloan approval official will need to use information from the office environmental
library (which includes the State Natural Resources Management Guide, floodplain maps and soil
surveys) to complete the environmental review. If thelocal office does not have these items, please
contact the State Environmental Coordinator. The National Environmental Policy Act(NEPA) requires
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that the environmental review must be completed prior to the issuance of a conditional commitment for
guarantee by the agency. The loan approval official cannot issue a conditional commitment subject to an
environmental review { FmHA AN No. 3222 (1980-D)}.

Eighth Edition (dtd 12/8/97)

1. When the lender makes a request to the SHPO for a determination under Section 106 of the National
Historic Preservation Act and the SHPO does not respond within 30 days, can we proceed with [oan
processing?

NOTE: No need to contact SHPO if no loan funds will be used for repairs to the property (as of June
2001).

2. Isthere ever an incidence when child care expenses are included in the repayment ratios?

No. According to the National Office, child care expenses are not included when making aloan in the
commercial market. The new 1980-D (entitled subpart 3555) will state that child care expenses will not
be included in the repayment ratios.

3. What information does the lender need to verify the income of a self-employed applicant?

“ Applicants deriving their income from afarming or business enterprise will provide current

documentation of the income and expenses of the operation. In addition, historic information from the
previous fiscal year must be presented.” {1980.353(€)(1)(v)}. See RD AN 3727 for details (9/27/02).

Ninth Edition (dtd 2/5/98)

1. Isthere a specific lot acreage that cannot be exceeded for the GRH program?

No, thereis no specific acreage. RD Instruction 1980.313(f) states, “ Generally, the value of the site must
not exceed 30 percent of the total value of the property. When the value of the siteistypical for the area,
as evidenced by the appraisal, and the site cannot be subdivided into two or more sites, the 30 percent
limitation may be exceeded.”

2. How do we decrease the |oan amount once the loan has been obligated?

A

>

ch ot (8N4
A

preecesstheloan-clesing: Note: as of 10/1/99, this procedure no longer applies.

3. Isit appropriate for the borrower to take a “non-classroom” (i.e. such as those offered by VHDA or
VHDA certified trainers) type of homeownership education course?

Yes. Applicants can take other forms of homeownership training such as the Fannie Mae bookl et.

Tenth Edition (dtd 2/9/98)

1. Can an applicant obtain a guaranteed loan if they are digible for another type of financing such as an
FHA or VA loan?
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Seeissue number 20, question #2.

2. Can an applicant use the $480 deduction for a child that will reside with the applicant part of the year?
The applicant can use the $480 deduction when the child resides with him/her for a portion of the year

and the applicant can claim the child on his or her federal income tax return. Usually, this can be verified
with a divorce decree.

Eleventh Edition (dtd /98)

This edition was skipped!

Twelfth Edition (dtd 5/1/98)

1. When and how much cash can a borrower receive back at loan closing?

The borrower should not receive back any funds at oan closing unless the amount of those funds were
equal to the amount the borrower provided for the transaction. "The purpose of aloan guaranteed under
this subpart must be to acquire a completed dwelling and related facilities to be used by the applicant as a
primary residence. Theloan may include funds for the purchase and installation of necessary appliances,
energy saving measures, and storm cellars. Incidental expenses for tax monitoring services, architectural,
appraisal, survey, environmental, and other technical services may beincluded.” Please see RD
instruction 1980.310 for further information.

2. Where should the Credit Alert Interactive Voice Response System(CAVIRS) number be listed?

"The loan approval official will check HUD's Credit Alert Interactive Voice Response System (CAVIRYS)
to determine if the applicant is delinquent on a Federal debt. The Lender will clearly document both its
CAVIRS identifying number and the borrower and co-borrower's CAVIRS access code near the signature
line on the mortgage application form." Please see RD Instruction 1980.345 for further information.

3. Can we condition for the receipt of the State Historic Preservation Officer (SHPO) response for
properties that are more than 50 years old?

No. Theloan approval official must complete an environmental review prior to the issuance of the
Conditional Commitment. Please see AN 3380 (1980-D) for more details.

Please note that the SHPO has a new address:
2801 Kensington Avenue
Richmond, VA 23220

NOTE: No need to contact SHPO if no loan funds will be used for repairs to the property (as of June
of 2001).

Thirteenth Edition (dtd 5/22/98)

1. What date and Fannie Mae rate do we use when the borrower does not lock in an interest rate at loan
application?

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



If the borrower chooses to float the rate (this should be indicated Form RD 1980-21), the local office will
need to condition that any increase in interest rate will require new underwriting of the repayment ratios.
The date of the Fannie Mae rate will be the date the borrower locked the interest rate. The lender must
provide evidence that the borrower locked-in on a particular date. 1f the borrower does not float the rate,
the date of the Fannie Maerate is the date of the loan application.

2. Do we always require a new survey when making a guaranteed loan?

Not always. In general, survey coverage for the lender's title policy will be available when the existing
survey islessthan 10 years old and the current owner signs an affidavit stating that there are no charges
to the property (i.e. fences and buildings). Thereis no ownerstitle coverage available unless a new survey
is completed.

Local offices use the survey to obtain additional information about the status of flood hazard areas,
wetlands, and other environmental issues. Asdiscussed in Q and A #7, dated November 28, 1997, afull
environmental review must be completed prior to the issuance of the Conditional Commitment. Thisis
done through the use of the real estate appraisal and, possibly, the flood certification form. The survey
was used as additional information, not to make the original environmental determination.

Local offices use the survey as additional information in determining if the property islocated on a state
maintained road. Local offices are making this determination through the use of the real estate appraisal,
prior to the issuance of the Conditional Commitment.

In summary, a new survey will not be needed if the lenderstitle policy offers survey coverage. Local
offices should make a determination concerning environmental and state maintained road issues from the
hereal estate appraisal. Lenderswho fail to provide factual information at the time of application for the
Conditional Commitment concerning these issues (either through error or fraud) could jeopardize the loan
guarantee, and risk suffering a reduction or forfeiture aloss claim.

Please replace the current condition for surveys with the following:
A new survey will not be required when survey coverage in the lender'stitle policy exists.
If survey coverage is not available, a new house location survey must be submitted with the loan
closing package.

3. Dotherequirements of RD AN NO. 3395 (1924-A), dated April 20, 1998, apply to the GRH program?
AN 3395 outlines the acceptability of the National Pest Control Association's forms NPCA-99a, NPCA
99b, and NPCA-1 for the evidence of either chemical soil treatment for new construction or certification

inspection for existing homes. The HUD form 92052 is obsolete. These forms are acceptable for usein
the GRH program. Please reference AN 3395 for guidance.

Fourteenth Edition (dtd 6/19/98)

1. What type of appraisal review does the loan approval official complete before issuing the Form RD
1980-18, Conditional Commitment for Single Family Housing Loan Guarantee?

An administrative review isthe least detailed and will done on all appraisals. It is made to determine
whether the appraisal presents an appropriate value for the property based on market conditions. The
reviewer determines whether the appraisal is complete, the mathematics are correct, that thereis a proper
number of current comparables, and that both the cost and comparabl e sales approaches were used to
determine market value. The loan approval official will complete Form RD 1922-15. A technical review
may be requested by the loan approval official when problems are detected on the administrative review.

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



These problems must be significant and result in an appraisal which does not support the value
conclusion. Please see RD Instruction 1922-C, Exhibit D for more information.

2. Isthere any occasion in which the thermal standards are not met?

The thermal standards as outline in 1924-A, Exhibit D do not apply to Virginia. Seethe unnumbered
letter dated June 17, 2002.

3. What is a heated basement or crawl space?
A heated basement or crawl space exists where there is a constant, year-round heat source which

maintains a minimum temperature of 50 degrees Fahrenheit. There must be duct work to the basement or
crawl space; afurnace located in a basement or crawl spaceis not sufficient.

Fifteenth Edition (dtd 8/3/98)

1. Isthereashort cut to calculating the guarantee fee?

Y-es-divide the principal-ameunt-of theloan-by-110-11. Note: this statement is not valid after 10/1/00.

2. When a home served by a community water system is guaranteed, how do we meet the requirement
that an interested third party be available to enforce operation { RD Inst. 1980.313(c)} ?

The Commonwealth of Virginia Health Department has a series of processes to monitor community water
systems. If the system should fail, which is unlikely, the Commonwealth will appoint areceiver to operate
the system. Therefore, there does not need to be alegal binding agreement which allows interested third
parties to run the system.

3. Dowerequireafinancial statement on a non-borrowing spouse?

No. Theregulations do not require this documentation.

4. Isthe Health Department required to perform the water test or "walk over” septic inspection?

No. Inthe mgjority of Virginia counties, thisis performed by a private laboratory or contractor. The
Health Department monitors system installation at the time of original installation or upgrade.

5. Areindividual well and septic systems covered by the Clean Water Act or Safe Drinking Water Act?

No. Those acts apply to systemswhich are not individual. The coliform bacteriatest for individual wells
and a"walk over" inspection for the septic system isrequired at the time of transfer of the property.

Sixteenth Edition (dtd 8/13/98)

1. When do we send the check for the Guarantee Fee to |ockbox?
RD Instruction 1951-B, paragraph 1951.55 requires that checks be recorded upon receipt. All collections

must be kept in alocked fireproof safe, or in alocked cabinet until forwarded to the lockbox. Funds must
be forwarded if the amount received during the business day is $1000 or more. Funds must be forward
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every three days or each Friday for amounts less than $1000. It has cometo our attention, that offices are
holding checks until all loan conditions are met which does not meet the requirements of RD Instruction
1951-B. In order to safeguard our Guaranteed Fees full complianceisrequired immediately. Rural
Development Managers are required to review and monitor collectionsin the local offices.

2. What noticeisrequired to the lender to cancel aloan obligation?

The lender will be sent a letter allowing them 30 days to submit the necessary information to issue a Loan
Note Guarantee. If theinformation is not sent during this timeframe, another letter will be sent
reguesting the missing information give the lender appeal rights. (see page 82 of 1980-D). If this
information is not received after the second timeframe expires, the obligation will be canceled.
REMINDER: All Virginia Rural Development offices should be using the new Conditional Commitment
attachment released August, 1998.

3. If you do not issue a Loan Note Guarantee to a lender due to the lender's failure to meet loan
conditions, how do we request a refund of the Guarantee Fee?

Please notify Ann Marsh, State Loan Technician, Single Family Housing Division using the following
format: In a memo give the name and case number of the borrower and the name, address, and Tax ID
number of the approved lender who will be issued the refund check. The memo should read as follows:
"Dueto the lender's failure to comply with the conditions set forth in the Conditional Commitment dated

, Rural Development has canceled the loan obligation and is requesting a refund of
the guaranteed fee in the amount of $ . Please remit the refund check to the above mentioned
lender.” Ann will fax this information to the Finance Office and the check will be issued within
approximately 14 days. Note: Since Ann islonger assigned to the State Office, please fax the
information to Gwen Fender or Michelle Corridon.

4. What is acceptable documentation for the 10 year home warranty?

A copy of the completed application signed by all the necessary parties.

Seventeenth Edition (dtd 9/28/98)

1. When can the builder sign the PC form?

2. When ahouseis served by an individual well and septic and connection to the public water and sewer
isavailable, isthere a requirement to hoop up to the public system?

Not necessarily. If the well and septic are functioning properly and the local government body does not
require hook-up upon property transfer, there is no requirement to hook up to the public system.

Eighteenth Edition (dtd 11/3/98)

1. What isthe factor to include the guarantee fee in the loan amount?

9. Note: this

2. When alender isoriginating aloan for VHDA, what lender identification number is used on the 1980-
86, "Reservation of Funds'?

Updated 7/24/01, 11/01/01, 05/09/02, 5/15/02, 9/27/02



VHDA's identification number which is 540921892.

3. When transmitting the guarantee fee to the lockbox, do we include the 1980-19, "Guarantee Loan
Closing Report"?

No. The 1980-19 must accompany the fee transmitted from the lender to the local office.

Nineteenth Edition (dtd 3/18/99)

1. What isthe factor to include the guarantee fee in the loan amount?

2. What R factor of insulation isrequired in the wall?

In an existing home we do not require that the wall insulation be certified asthis areais not accessible. In
a home to be constructed, the insulation must meet the CABO Model Energy Code (1995) for the areain
which the homeislocated. The PC form will provide certification that this requirement is met.

3. What are the qualifications for an existing subdivision to be digible for financing in the GRH
program?

RD Instruction 1980.311(c) requires that an existing subdivision be approved by the local, state, or
Federal government body. "An existing subdivision isone in which the local government has accepted
the subdivision plan, its principal developments and rights-of-ways, the construction of streets, water and
water/waste disposal systems, and utilities; is at a point which precludes any major changes; and
provisions are in place for continuous maintenance of the streets and the water and water/waste disposal
systems.” In Virginia, most localities have a system in place to review subdivisions and, therefore, can be
assumed that the subdivision is approved by the local government. A dwelling located in a subdivision
served by an Home Owners Association(HOA) may be accepted when the project has been approved or
accepted by HUD, VA, Fannie Mae, or Freddie Mac. HOA's do not have to be turned over the
homeownersin order to be eligible for GRH financing.

Twentieth Edition (dtd 5/6/99)

1. If aloan applicant had a government mortgage loan (ex. FHA), the foreclosure occurred over 36
months ago but the CAIVRS number indicates a delinquent government debt, how do handle the request
for credit?

The lender cannot deny credit based on the CAIVRS number alone. If thereis sufficient evidence to show
that the delinquency has been resolved, the loan may be guaranteed. In the above example, since the
foreclosure occurred more than 36 months ago and a claim had been paid by FHA, the loan may be
guaranteed { RD Instruction 1980.345(f)} .

2. If an applicant is eligible for an FHA, VA, or other government loan, can we deny a Rural
Development guaranteed oan?

No. The borrower would have to qualify for conventional financing to be denied a guaranteed loan.

3. What are the requirements for financing condominiums?
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The project and HOA must meet the criteria of HUD, VA, Fannie Mae, or Freddie Mac. The
documentation must be provided by the loan applicant to the lender and retained in the lender casefile.

4. What isthe proper documentation of acceptance of an HOA by Fannie Mae?
The lender compl etes a certification form (FNMA type E PUD Project Approval and Warranty) as part of

the loan package. The form should indicate that the project isin the hands of the homeowners and the
appraiser has included a description of the project and information about the HOA fee.

Twenty-first Edition (dtd 4/14/00)

1. Can wefinancerepairs to the house with a GRH loan?

Yes, loan funds can be used to provide special design features or equi pment necessary to accommodate a
physically disabled member of the household, necessary purchase appliances, and upgrade energy
efficiency { RD Instruction 1980.310)}. However, escrow accounts are only used for exterior devel opment
{RD Instruction 1980.315)}.

2. What is the procedure when the GRH fee is not included (or the incorrect fee) in the loan closing
package?

The entire package will be returned to the lender with a cover memo of explanation. If the packageis not
made whole within 30 days, stepswill be taken to de-obligate the loan. See Q and A #16, questions 2 and
3.

3. Dowe require a copy of thetitle policy/commitment for our file?

No. Thelender will retain a copy in their file. The Attachment to the Conditional Commitment will be
changed and distributed to Rural Development employees and lenders.

Twenty-Second Edition (dtd 1/26/01)

1. Can commission or bonusincome in addition to base pay be counted for annual and repayment
income?

Yes, if the Verification of Employment indicates continuance of this type of income.
2. Can we use finance a condo?

Y es, the condo devel opment and the Home Owners Association must be approved by HUD, VA, Fannie or
Freddie.

3. If wereceive arequest for loan guarantee, the applicant previously owned property, and relinquished
hisinterest asaresult of a divorce, what documentation do we need to show he no longer owns real
estate in thelocal commuting area?

A copy of the court affirmed separation agreement, divorce decree or a copy of the deed. Any of these
documents would be acceptable.

Twenty-Third Edition (dtd 1/26/01)
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1. Can commission or bonus income in addition to base pay be counted for annual and repayment
income?

Yes, if the Verification of Employment indicates continuance of this type of income. Consideration
should also be given the length of time the applicant has been employed by the company and the
amount of time the applicant has been employed in that type of work { RD Instruction
1980.345((C)(2)} .

2. If an applicant hasratios that exceed 29 and 41 and the credit score exceeds 720, does the lender need
to provide a written waiver request?

No, please see RD AN 3582, dated November 1, 2000 for more details.
3. How does RD AN 3597 (Residential Lead-Based Paint Hazard Reduction) effect the GRH program?
The lender isresponsible for compliance with 24 CFR 35; therefore, the GRH staff will monitor

compliance during lender visits. Rural Development staff do not have to collect any information for
the agency casefile.

Twenty-Fourth Edition (dtd 2/24/01)

1. Can aloan be guaranteed for purchase plusrepairs? Istherealimit to the type or dollar value of the
repairs?

Yes (please note thisis a change from Q and A 21). The appraisal should be done on an “as repaired”
basis and the loan note guarantee issued after all repairs are complete. A Satisfactory Completion
Statement or other ssimilar can document completion of the repairs.

2. Dowerequire awater test for a community water system?

Yes. Thelender should retain a copy of the most recent Virginia Department of Health (VDH) water test

in their file. VDH tests community water systems on a quarterly basis. In some cases where there are
system problems, the test is completed monthly.

Twenty-Fifth Edition (dtd 4/26/01)

4. How many months must an applicant be out of bankruptcy before they would be eligible for a GRH
loan?

1980.345(d)(2)(ii) requiresthat bankruptcy discharged for more than 36 months not be used as an
indicator of unacceptable credit, regardless of the type of bankruptcy. HB-1-3550 (direct loan
program) states that an applicant who successfully completes a bankruptcy debt restructuring plan
and demonstrates a willingness to meet obligations when dueis eligible for aloan within 12 months.
Therefore, in the GRH program, Chapter 7 bankruptcy must be discharged for a minimum of 36
months and Chapter 13 (or other similar types of plans) must be discharged for one year.

A credit waiver may be acceptable if the reasons meet the requirements of 1980.345(d)(3). The
lender must provide documentation and the Rural Development official must issue a concurrence
letter.

5. AreNon-Sufficient Funds (NSF) checks considered unacceptable credit?
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No, NSF checks are not listed an indicator of unacceptable credit per 1980.345(d)(1).
6. Can time attending high school or college be used in determining adeguate and dependable income?

Y es, recent students do not have to be on the job for two years prior to obtaining a GRH loan. The
applicant must be employed in a permanent, non-probationary position.

7. When ahousehold has an adult who is not employed, do we require a notarized statement that they
will not obtain employment within the next 12 months?

A statement is necessary but it does not have to be notarized.
8. Isthere an upper limit on the total debt ratio when requesting a ratio waiver?

No. Please see RD AN 3582 for details.

Questions and Answer s #26 (dtd 7/13/01)

1. Dowestill require the funds availability statement for GRH |oans?

Section 1980.353(c)(14) requires that the borrower sign a funds availability statement. Because of the
requirement to reserve each loan in the GL'S reservations system, this requirement is outdated. Per the
National Office, we no longer will require this as part of the loan file.

2. We have received a*“ merged infile credit report”. Isthistype of report acceptable under RD AN 3587,
“ Applicant Credit History Verification”?

Yes, if it specifies that the information was obtained from three different credit-reporting bureaus and
rental history.

3. Wereceived an infile credit report that states “This report contains information supplied by the
repositories names above. 1ts contents have not been verified by this agency and may contain duplicate
information. Whilethis report is being used for somereal estate lending purposes, it isnot a RMCR as
defined by FNMA, FHLMC, and FHA/VA guiddines.” Isthisreport acceptable under RD AN 3587,

“ Applicant Credit History Verification”?

Per the National Office, this report would be acceptable.

Questions and Answer s #27 (dtd 7/19/01)

1. What isthe proper way to enter lender information into the Reservations System?

The submitting lender is either the branch of a mortgage institution or a mortgage loan broker. The
approved lender isthe underwriting lender. Some approved lendersretain the loan for servicing, others
sell the loan servicing to another company.

In order to use the reporting capabilities of GLS to the fullest extent, it is necessary to indentify al of the
“players’. Maost mortgage institutions have a separation of dutiesin origination and underwriting. So, if
your local branch originates but does not underwrite the loan, then it is necessary to indentify the local
branch as the submitting lender and the underwriting branch as the approved lender. If the approved
lender does not retain the servicing, then it is necessary to indentify the servicing lender (if known at the
time of reservation).
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For example, Prism Mortgage in Dublin originates the mortgage. Ancther Prism office in Maryland
underwrites the loan. Chase isthe default servicer. The reservation would indicate Prism in Dublin as
the submitting lender, the Prism office in Maryland as the approved lender, and Chase as servicing lender.
Ancther lender in thistype of arrangement includes United First Mortgage with VHDA as the servicer.

Changesto the lender database in GLS must always be performed by the State Office. Please email the
necessary information to Michelle or Gwen.

2. How do we change the servicing office codein GLS?

To change the servicing office in aloan that has been obligated and or closed, you will have to do a 9G
transaction to change the PLAS side. However, to change GLS, you will haveto send arequest to Ella
Hemmer in the Finance Office. Fax your request to 314-539-3110. It is expected in the future to have a
9G transaction in GLS that will change both systems.

3. How do we change the loan amount or loan obligation date after obligation?

See the memo (second update) from Finance Office dated July 10, 2001.

4. How do we change the interest rate after the loan has been obligated?

The change can be made during the loan closing transaction.

5. How do we know when Finance Office has updated my obligation amount and/or obligation date?
Check the GLS request list screen. When you enter the information to find the borrower (reservation

number, social security number, etc.), the borrower selection box should pop-up at the bottom. 1t should
show the loan as obligated.

Questions and Answer s #28 (dtd 7/19/01)
This edition was skipped!

Questions and Answer s #29 (dtd 5/14/02)

1. When do we need complete Federal income tax returns for GRH applicants?

Returns are required for self-employed loan applicants only (see RD AN 3727 for details). W-2's may be
used for income verification for non-self-employed applicants in accordance with RD AN 3683. As
opposed to the Section 502 direct loan program, tax returns are not used to verify that income is properly
reported.

2. Are 401K loan paymentsincluded in the total debt (TD) ratio?

No. In order to be consistent with other government lending programs, these loan payments will not be
included in the TD ratio.

3. How do we handle loan processing when NITC is not operational ?
We should continue to issue loan reservations if adequate funds are available. For the balance of fiscal

year 2002, adequate funds will be available. Since the reservation confirmation form is not available
when NITC is not operational, use Form RD 1980-81, Request for Reservation of Funds, to confirm the
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reservation to thelender. Thelocal office staff should keep track of reservations issued and enter them
immediately after NITC isavailable.

Local office staff should also issue Form RD 1980-18, Conditional Commitment for Single Family
Housing Loan Guarantee. Please use the blank form option on GLSto prepare the necessary forms.
Review of packages should be done using the GRH package review form (aka the yes/no checklist, a
Virginia developed form) in order to check basic eigiblity for the GRH program. The loan processing
offical may need to condition for some items such as the borrower cross-reference check. Loan packages
should be entered immediately after NITC is available.

Loans closed by the lender prior to obligation in GLS will need to be sent to the Finance Office for
closing. Pleaseindicate in your cover memo the circumstances why the closing date preceeded the
obligation date (NITC/GLS not available). Please send the memo plus RD form 1980-19, Guaranteed
Loan Closing Report, to FO, mail code FC 350.

NOTE: all of the above would also apply if web GLS was not operational. However, you would not be
ableto usethe blank form option in GLS. Therefore, it isimportant that local offices keep a small supply
of blank forms available for this type of situation.

Questions and Answer s #30 (dtd 8/6/02)
State M eeting Questions

1. Isacistern an acceptable water source?

No. The HUD Handbook 4510.2 states springs, lakes, streams, and cisterns are not acceptable water
sources. A recent search of All Regs and the HUD web site, show no change to this prohibition.
Additionally, as discussed at the state meeting, we do not believe that these types of water sources have
easily measured flow (adequate and dependable source) and, in some cases, are not accepted by the market
place (avaluation issue).

2. Dowe till require three years of rental verification?

In most cases, yes. If therental information is not readily available and if the applicant has good credit
(i.e. good credit scores), then three years of rental data would not be required.

Questions and Answers #31 (dtd 9/11/02)

1. We have arequest for guarantee on a house that is 9 months old but is currently occupied. Do we need
the construction inspections or the HUD Handbook certifications?

The definition of a newly constructed dwelling is a dwelling unit that is proposed construction, a unit
under construction or a completed unit that isless than one year old and not occupied as a dwelling unit.
Therefore, in this case the property is existing and must meet the requirements of the RD Instructions
1980.313, and, 1980.340(a), and, 1980.341(b)(1)(i).

2. How do we close out GRH accounts that have been refinanced (GRH to GRH)?

Send RD Form 1980-49 to the Finance Office FC-350. Indicatein Box 10 a*“3”, terminate guaranteed,
refinancing. Or send a memo indicating the same.

3. Isit necessary to enter ethnicity into GLS borrower screens?
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Yes. According to the Finance Office-" As part of the implementation of the RDAPTS softwareinto GLS,
the borrower screens were changed to meet requirements by OMB and Civil Rightsto capture the new
race and ethnicity of applicants/borrowers. Under the new race and ethnicity codes, the applicant must be
identified as either "Hispanic or Latino" or "Not Hispanic or Latino" and Race then selected. Race could
be either one or multiple races. We are currently working to change the system to accommodate the
ethnicity and multiple races. However, the input of araceisrequired. In some cases, the race of the
borrower is not listed on the 1980-86 or the application. Also, the ethnicity may be listed, but not the
race. The question that has arisen is: *What race should be entered into GLS if the ethnicity is Hispanic
or Latino but no raceisindicated? Based on direction from Cheryl Prejean Greaux of the Civil Rights
Office, the race code of any customers identified as Hispanic should be converted to white and the
ethnicity should be Hispanic/Latino if the raceis not indicated by the applicant or lender.”

4. What isthe proper way for lenders to notify USDA that aloan has been paid in full?

The lender should indicate paid off accountsin their quarterly electronic report to the Finance Office.
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